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CHAIRMAN GREENSPAN. Are there any comments raised by the 
report on the examination of the System Open Market Account--agenda
item 2? If not, would somebody like to move that? 

SPEAKER(?). So move. 


CHAIRMAN GREENSPAN. Without objection. We have a memorandum 

from Mr. Mattingly on amendments to the Rules Regarding Availability

of Information. Virgil, do you have anything to add at this 

particular stage? 


MR. MATTLINGLY. No. I think these are technical. The major 

reason is that the Committee is required by law to have a fee schedule 
for processing requests under the Freedom of Information Act, so we 
came forth with these recommendations. Because we had to do so,  we 
suggested certain other changes to the rules to update them. They are 
all technical: they don’t result in any substantive change in any of 
the disclosure policies of the Committee. 

CHAIRMAN GREENSPAN. Are there any questions at all on this 

issue? If not, would somebody like to move acceptance? 


SPEAKER(?). Move it. 


CHAIRMAN GREENSPAN. Is there a second? 


SPEAKER(?). Second. 


CHAIRMAN GREENSPAN. Without objection. Gretchen Greene, 
would you now report on foreign currency operations? 

MS. GREENE. Thank you, Mr. Chairman. I hope you can hear 

me; I’m suffering from the same throat ailment as some others here. 

[Statement--seeAppendix.] 


CHAIRMAN GREENSPAN. Questions for Ms. Greene? If not. would 

somebody like to move to ratify the transactions? 


MR. KOHN. There is nothing to ratify. 


MS. GREENE. There were no transactions. 


CHAIRMAN GREENSPAN. No transactions. That’s easy. Thank 

you. In that event, let’s move on to the report of the Domestic Desk. 

Peter Sternlight. 


MR. STERNLIGHT. [Statement--seeAppendix.] 


CHAIRMAN GREENSPAN. Thank you. Questions for Mr. 

Sternlight? 




5 / 1 4 / 9 1  - 2 -

MR. FORRESTAL P e t e r .  what was t h e  f o r e i g n  p a r t i c i p a t i o n ,  
p a r t i c u l a r l y  J a p a n e s e .  i n  t h e  Treasu ry  r e f i n a n c i n g ?  

MR. STERNLIGHT. I t  was q u i t e  s t r o n g  i n  t h e  3 - y e a r .  r a t h e r  
modest i n  t h e  1 0 - y e a r .  and about  ave rage  i n  t h e  [ 3 0 - y e a r ]  bond. The 
bond had r e a l l y  l i g h t  cove rage .  I t h i n k  t h e  major  d e f i c i e n c y  t h e r e  
was domes t i c  demand: customer demand was r e a l l y  on t h e  l i g h t  s i d e .  

CHAIRMAN GREENSPAN. Governor M u l l i n s .  

MR. MULLINS. On t h e  30 -yea r  bond a u c t i o n  I n o t i c e d  a messy
t a i l  and l i g h t  cove rage .  How much of  t h a t  had  t o  do w i t h  t h i s  botched  
b i d  problem? 

MR.  STERNLIGHT. There was ,  a s  you n o t e ,  a botched b i d :  b u t  
i t  s t i l l  would have been q u i t e  l i g h t  c o v e r a g e .  

MR. MULLINS. But t h e  t a i l  wou ldn’ t  have been t h e r e ?  

MR. STERNLIGHT. The t a i l  wouldn’ t  have been a s  b i g .  b u t - -

MR.  MULLINS. We d o n ’ t  have an au tomated  a u c t i o n  sys tem!  

MR. STERNLIGHT. We’re working on i t ,  Governor:  we d o n ’ t  have 
i t  y e t  b u t  I would s a y  t h a t  even a n  au tomated  sys tem i s  n o t  go ing  t o  
remove t o t a l l y  t h e  p o s s i b i l i t y  o f  b o t c h e s  f rom time t o  t i m e .  

MR. MULLINS. How about  t h e  noncompe t i t i ve  b i d s ?  

MR. STERNLIGHT. I d o n ’ t  remember s p e c i f i c a l l y :  I d o n ’ t  
remember t h e i r  b e i n g  o u t  o f  t h e  [ o r d i n a r y ] .  

MR.  KOHN.  On t h e  3 - y e a r  n o t e ,  t h e y  were v e r y  c l o s e  t o  t h e  
p r e v i o u s  one :  b u t  I ’ m  n o t  s u r e  about  t h e  1 0 - and t h e  30 -yea r  i s s u e s .  

MR. MULLINS. Okay, I t h o u g h t  t h e r e  was some s e n s e  t h a t  t h e y  
had t i c k e d  up a b i t .  

CHAIRMAN GREENSPAN. P r e s i d e n t  P a r r y .  

MR. PARRY. Are you s u r p r i s e d  by t h e  nar rowing  of  q u a l i t y
s p r e a d s  a t  t h e  l o n g - t e r m  end o f  t h e  marke t?  What do you t h i n k  
e x p l a i n s  most o f  t h a t  na r rowing ,  p a r t i c u l a r l y  t h a t  i n v o l v i n g  l e s s  t h a n  
i n v e s t m e n t  g rade  s e c u r i t i e s ?  

MR.  STERNLIGHT. I ’ m  a l i t t l e  s u r p r i s e d  a t  t h e  e x t e n t  of i t .  
I t h i n k  t h e  b i g  widening  o f  s p r e a d s  o c c u r r e d ,  and p a r t i c u l a r l y  got  
e x a c e r b a t e d ,  d u r i n g  t h a t  somewhat s c a r y  y e a r - e n d  p e r i o d  when some 
genu ine  s y s t e m i c  conce rns  were b e g i n n i n g  t o  emerge. A s  it was c l e a r  
t h a t  w e  were g e t t i n g  th rough  t h a t  p e r i o d  and t h a t  t h e  economy was,  
though i n  a downturn,  n o t  i n  u t t e r  c o l l a p s e ,  I t h i n k  t h e r e  was r eason  
t o  e x p e c t  t h e r e  would be some nar rowing .  S o .  t h e  f a c t  of some 
nar rowing  s h o u l d n ’ t  be  any s u r p r i s e :  b u t  t h e  e x t e n t  of it has  been a 
l i t t l e  more t h a n  I would have p r e d i c t e d .  

MR. KOHN.  On t h e  i n d e x  I ’ m  l o o k i n g  a t ,  which i s  t h e  M e r r i l l  
Lynch i n d e x ,  a l t h o u g h  t h e  s p r e a d s  have narrowed by 4 p e r c e n t a g e  p o i n t s  
from t h e i r  h i g h s  around t h e  end o f  t h e  y e a r .  a s  P e t e r  s a i d .  t h e y  a r e  
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back t o  where t h e y  were i n  t h e  f i r s t  h a l f  of 1990.  And t h a t ’ s  4 
p e r c e n t a g e  p o i n t s  over  where t h e y  were i n  ’ 8 6 .  ’ 8 7 ,  and ’ 8 8 .  

MR. KEEHN. P e t e r ,  t h e  3 0 - y e a r  T reasu ry  r a t e ,  which seems t o  
be go ing  i n  t h e  wrong d i r e c t i o n ,  i s  h a r d  t o  j u d g e .  What i s  t h e  
m a r k e t ’ s  v iew on t h i s ?  Is t h i s  a s u p p l y  i s s u e - - j u s t  a ve ry  heavy
volume of  f i n a n c i n g  coming t o  market  f o r  [ u n i n t e l l i g i b l e ] - - o r  i s  t h i s  
i n f l a t i o n a r y  e x p e c t a t i o n s ?  

MR. STERNLIGHT. I t ’ s  v e r y  h a r d  t o  s o r t  o u t .  I t h i n k  b o t h  o f  
t h o s e  f a c t o r s  a r e  t h e r e .  P r e s i d e n t  Keehn. Recen t ly  t h e  most p o t e n t  
conce rn  has  been j u s t  t h e  s h e e r  s u p p l y .  But l u r k i n g  i n  t h e  background 
t h e r e  i s  concern  n o t  s o  much about  a l o t  o f  i n f l a t i o n  expec ted  b u t  of 
r e c o v e r y  expec ted  and concern  t h a t  t h e r e  w i l l  be more competing
demands f o r  l o n g - t e r m  f i n a n c i n g .  

CHAIRMAN GREENSPAN. Any o t h e r  q u e s t i o n s  f o r  P e t e r ?  

MR. H O S K I N S .  I j u s t  have a s h o r t  one f o r  P e t e r .  The 
Bluebook i n d i c a t e s  t h a t  t h e  [ funds ]  r a t e  t r a d e d  low because  of market  
e x p e c t a t i o n s .  And I was wondering if you were hav ing  t r o u b l e  
s i g n a l i n g  t o  t h e  marke t .  

MR. STERNLIGHT. There was t h a t  one o c c a s i o n  when t h e  funds  
r a t e  was sagg ing  i n  mid -Apr i l  and t h e r e  was even some s p e c u l a t i o n
b e g i n n i n g  t o  b u i l d  up t h a t  we were d e l i b e r a t e l y  b e i n g  t o l e r a n t  of 
l ower  r a t e s ,  and we though t  it was good j u s t  t o  c l e a r  up t h o s e  
m i s p e r c e p t i o n s  by going  i n  e a r l y  one d a y .  And I t h i n k  t h e  market  go t
t h a t  message q u i t e  c l e a r l y  on t h a t  o c c a s i o n .  Through v i r t u a l l y  a l l  
t h e  rest  o f  t h e  p e r i o d  t h e  market  seemed p r e t t y  c l e a r  i n  i t s  
p e r c e p t i o n  o f  what t h e y  though t  w e  b a s i c a l l y  were a iming  f o r .  

CHAIRMAN GREENSPAN. Would somebody l i k e  t o  move t o  r a t i f y
t h e  a c t i o n s  o f  t h e  Desk? 

V I C E  CHAIRMAN CORRIGAN. Move i t .  

CHAIRMAN GREENSPAN. Is t h e r e  a second? 

MR. KELLEY. Second. 

CHAIRMAN GREENSPAN. Without  o b j e c t i o n .  Le t ’s  now move on t o  
Mike P r e l l .  

MR. PRELL. Thank you. Mr. Chairman. [ S t a t e m e n t - - s e e  
Appendix.  I 

CHAIRMAN GREENSPAN. Q u e s t i o n s  f o r  M r .  P r e l l ?  

MR. SYRON. Mike, on i n v e n t o r i e s :  What do you make, if 
a n y t h i n g .  of t h e s e  s t o r i e s  t h a t  w e  have a s m a l l e r  number of r e t a i l  
o u t l e t s  f o r  any g iven  volume o f  s a l e s  and t h a t  t h e r e  i s  a s e c u l a r  
downtrend i n  t h i s ?  Is t h a t  someth ing  worth pay ing  a t t e n t i o n  t o ?  

MR. PRELL. Wel l ,  I ’ v e  made t h e  argument f o r  a l o n g  t i m e  now 
a s  I ’ v e  looked  a t  t h e  t r e n d  o f  i n v e n t o r y - s a l e s  r a t i o s  i n  r e t a i l i n g .
I ’ v e  looked  a t  t h e  enormous growth i n  f l o o r  s p a c e  i n  r e t a i l i n g  and t h e  
many shopping  m a l l s  t h a t  have opened up .  We have developed an awful 
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l o t  of s t o r e s .  Each one of them has  some i n v e n t o r y .  They have 
c l e a r l y  moved beyond t h e  p o i n t  of a d e q u a t e  r e t u r n s  and we’re  s e e i n g  an 
i n d u s t r y  s h a k e o u t .  And i n  t h e  c o u r s e  of t h a t  shakeou t  we p robab ly
w i l l  have some c o n s o l i d a t i o n  over  t i m e  and some movement down i n  
i n v e n t o r y - s a l e s  r a t i o s .  T h a t ’ s  a v e r y  macro s o r t  o f  view o f  t h e  
p r o c e s s .  But c l e a r l y  r e t a i l e r s  have moved t o  t r y  t o  c a p i t a l i z e  on 
c o m p u t e r i z a t i o n  and some of t h e s e  o t h e r  [ t e c h n i q u e s ]  such a s  “ j u s t - i n -
t i m e ”  d e l i v e r i e s .  They shou ld  be do ing  b e t t e r  on i n v e n t o r i e s  t h a n  
t h e y  seem t o  have done ,  and maybe t h i s  i s  p a r t  o f  t h e  s t o r y .  

MR. SYRON. What makes i t  a l i t t l e  h a r d  t o  t e l l  e x a c t l y  i s  
t h e  l a c k  o f  some a b s t r a c t  n o t i o n  t h a t  t a r g e t s  what t h e  i n v e n t o r y - s a l e s
r a t i o  i s  and how f a r  w e  a r e - -

MR. PRELL. We s t i l l  d o n ’ t  h e a r  a l o t  of compla in t s  t h a t  
i n v e n t o r i e s  a r e  uncomfor tab ly  heavy.  On t h e  o t h e r  hand ,  t h e  p r o f i t s  
a r e n ’ t  t h e r e .  Something i s  o u t  of k i l t e r .  I t h i n k  t h i s  e x c e s s  
c a p a c i t y  i n  t h e  i n d u s t r y  i s  r e f l e c t i n g  p a r t  o f  t h e  excess  s t o c k  of  
consumer goods on t h e  s h e l v e s .  

CHAIRMAN GREENSPAN. P r e s i d e n t  P a r r y .  

MR.  PARRY. One o f  t h e  r e a s o n s  f o r  weakness i n  t h e  second 
q u a r t e r  i s  t h e  p ickup i n  nonfarm i n v e n t o r y  l i q u i d a t i o n .  If you l o o k  
a t  what we know i n  t e r m s  of s a l e s  and i n d u s t r i a l  p r o d u c t i o n ,  which i s  
a d m i t t e d l y  v e r y  s k e t c h y .  do you t h i n k  i t ’ s  p o s s i b l e  o r  would you s a y  
more l i k e l y  now t h a t  we cou ld  a c t u a l l y  see t h e  p a t t e r n  t h a t  seemed t o  
be d e v e l o p i n g  i n  t h e  f i r s t  q u a r t e r  c o n t i n u i n g  i n  t h e  second? That i s ,  
cou ld  a c t u a l  i n v e n t o r y  l i q u i d a t i o n  t u r n  o u t  t o  be less i n  t h e  second 
q u a r t e r  t h a n  i n  t h e  f i r s t ?  

MR.  PRELL.  Well, I t h i n k  you p u t  your  f i n g e r  on t h e  problem 
i n  s a y i n g  a n y t h i n g  w i t h  any g r e a t  c o n v i c t i o n  a t  t h i s  p o i n t :  We d o n ’ t  
have much d a t a .  We’ve looked  a t  o r d e r s  t o  t r y  t o  s e e  beyond t h e  d a t a  
f o r  r e c e n t  months t h a t  we have on i n d u s t r i a l  p r o d u c t i o n .  We d o n ’ t  
know a g r e a t  d e a l  abou t  t h e  f low coming i n  f rom abroad  o r  go ing  o u t  
from c u r r e n t  p r o d u c t i o n :  t h a t ’ s  an unknown. We b a s i c a l l y  reached  t h i s  
c o n c l u s i o n  a s  one t h a t  was c o n s i s t e n t  w i t h  what we though t  p l a u s i b l e  
a s  a f i n a l  demand p i c t u r e  and what we sensed  was going  on i n  t e rms  of  
p r o d u c t i o n .  A l so .  I t h i n k  t h e r e  i s  c e r t a i n l y  i n  some s e c t o r s  a d e s i r e  
t o  a c h i e v e  lower  i n v e n t o r y  l e v e l s .  And, a s  I ’ v e  n o t e d .  t h i s  i s  t h e  
t h i r d  s u c c e s s i v e  q u a r t e r  o f  s u b s t a n t i a l  i n v e n t o r y  l i q u i d a t i o n .  For a 
r e c e s s i o n  t h a t  we e n t e r e d  w i t h  supposed ly  p r e t t y  l e a n  p o s i t i o n s ,  we’re  
end ing  up i n  t o t a l  a b s o l u t e  d imens ions  w i t h  a n  i n v e n t o r y  l i q u i d a t i o n
t h a t ’ s  p r e t t y  much i n  t h e  b a l l p a r k  of p r e v i o u s  c y c l e s - - n o t  r e l a t i v e  t o  
GNP b u t  s imply  i n  ’ 8 2  d o l l a r  t e r m s .  S o ,  maybe t h e r e  i s  some u p s i d e
r i s k ,  b u t  I d o n ’ t  t h i n k  t h e r e ’ s  a g r e a t  d e s i r e  t o  accumulate  
i n v e n t o r i e s  a t  t h i s  t ime.  

CHAIRMAN GREENSPAN. P r e s i d e n t  S t e r n .  

MR. STERN. Is t h e r e  someth ing  unusua l  i n  what we’ re  s e e i n g  
i n  p e r s o n a l  income? 

MR.  PRELL. I d o n ’ t  t h i n k  t h i s  i s  g r e a t l y  a t y p i c a l .  

MR.  SLIFMAN. R e l a t i v e  t o  what i s  happening  t o  G N P ,  t h i s  i s  
n o t  a t y p i c a l .  I n  o t h e r  words - -
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MR.  PARRY. But GNP has  been s t r o n g .  

MR. SLIFMAN. The f a l l o f f  i n  GNP,  assuming our  f o r e c a s t  i s  
r i g h t ,  would be abou t  h a l f  t h e  t y p i c a l  p e a k - t o - t r o u g h  d e c l i n e  i n  GNP. 
But i f  you look  a t  t h e  r a t i o ,  s a y .  o f  p e r s o n a l  income t o  G N P ,  t h a t  
r a t i o  h a s  i t s  own c y c l i c a l  p a t t e r n .  

MR.  PRELL. And we may n o t  be  g e t t i n g .  o v e r a l l .  t h e  k ind  of  
cush ion  w e  d i d  i n  some c y c l e s  i n  terms of t h e  government s e c t o r .  But 
I d o n ’ t  t h i n k  t h e r e ’ s  a g r o s s  d i s p a r i t y  h e r e .  We were d i s a p p o i n t e d ,  
a s  I n o t e d ,  i n  t h e  f i r s t  q u a r t e r :  much of t h e  s u r p r i s e  was i n  d a t a  
r e v i s i o n s .  Some o f  it seems q u i t e  p l a u s i b l e  t o  u s .  P r e v i o u s l y ,  t h e  
i n t e r e s t  income f i g u r e  seemed t o  be h o l d i n g  up more t h a n  appeared
r e a s o n a b l e  i n  l i g h t  o f  what was happening  t o  i n t e r e s t  r a t e s .  So now 
we’ve had a s i g n i f i c a n t  r e d u c t i o n  i n  i n t e r e s t  income i n  t h e  f i g u r e s
f o r  t h e  e a r l y  p a r t  of  t h i s  y e a r .  I t ’ s  r e a s o n a b l y  s e n s i b l e .  

CHAIRMAN GREENSPAN. They c a l c u l a t e  t h a t  i n t e r e s t  income i n  a 
v e r y  s i m p l i s t i c  manner.  

MR. PRELL. Well. of  c o u r s e ,  t h e y  u s e  t h e  v e r y  b e s t  d a t a  t h a t  
a r e  a v a i l a b l e :  our  f l o w - o f - f u n d s  a c c o u n t s !  

CHAIRMAN GREENSPAN. Any f u r t h e r  q u e s t i o n s  f o r  Mike? I f  n o t .  
can  w e  have our  “ t o u r  de t a b l e ” ?  Who wants  t o  s t a r t  o f f ?  S i .  

MR. PRELL. L e t  me c o r r e c t  someth ing .  We d i d  have some 
numbers and I b lanked  o u t  on t h i s .  We’re g e t t i n g  more D P I  d e c l i n e  i n  
t h i s  r e c e s s i o n  t h a n  on ave rage  i n  p r i o r  r e c e s s i o n s .  T h a t ’ s  what I had 
i n  t h e  back  of  my mind,  b u t  t h e n  I was t h i n k i n g  no o t h e r  d a t a  I had 
seen  looked  d i f f e r e n t  from t h a t .  

MR. PARRY. Again ,  i s  t h a t  r e l a t i v e  t o  t h e  GNP d e c l i n e ?  

MR. PRELL. Yes. e s p e c i a l l y  s i n c e  t h i s  i s  a lesser  GNP 
d e c l i n e .  

CHAIRMAN GREENSPAN. Who would l i k e  t o  s t a r t ?  

MR. KEEHN. M r .  Chairman. c o n d i t i o n s  i n  t h e  D i s t r i c t  remain 
unchanged from t h e  l a s t  mee t ing .  You w i l l  remember t h a t  hav ing  come 
th rough  t h e  e a r l y  phases  somewhat b e t t e r  t h a n  o t h e r  a r e a s  of t h e  
c o u n t r y ,  t h e  d a t a  have now caught  up w i t h  u s .  and t h e  c u r r e n t  l e v e l  of 
a c t i v i t y  i n  t h e  Midwest,  I t h i n k ,  i s  v e r y  much r e f l e c t i v e  of n a t i o n a l  
c o n d i t i o n s  o r  a l r e a d y  perhaps  even a l i t t l e  weaker .  There  may be some 
t e n t a t i v e  s i g n s  of  improvement,  b u t  n o t h i n g  s p e c i f i c  t o  s u g g e s t  t h a t  
we have reached  a t u r n i n g  p o i n t .  

I t h i n k  you can  t e l l  f rom Mike’s  comments, and i t ’ s  c e r t a i n l y  
t r u e  i n  t h e  D i s t r i c t ,  t h a t  t h e  c r i t i c a l  a r e a  of focus  i s  t h e  a u t o  
i n d u s t r y .  Our D i s t r i c t  w i l l  n o t  show a r e a l - s i d e  improvement u n t i l  we 
s e e  a s u s t a i n e d  p ickup i n  t h e  l e v e l  of r e t a i l  a u t o  s a l e s .  With t h e  
f i r s t  and second q u a r t e r s  e s s e n t i a l l y  comple te  now, t h e  1 9 9 1  model 
y e a r  r e a l l y  h a s  been a b i g  d i s a p p o i n t m e n t .  The f o r e c a s t  of t o t a l  
s a l e s  f o r  t h e  f u l l  y e a r  was b e i n g  p u l l e d  down t o  1 2 - 1 1 2  t o  13 m i l l i o n  
u n i t s  and even  t h a t  reduced l e v e l  i s  q u i t e  dependent  upon hav ing  a 
good improvement i n  s a l e s  i n  t h e  t h i r d  and f o u r t h  q u a r t e r s .  And 
though c a r  i n v e n t o r i e s  a t  t h e  r e t a i l  l e v e l  a r e  r e a l l y  q u i t e  low a t  
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t h i s  p o i n t .  t h e  d e a l e r s  a r e  s t i l l  r educ ing  t h e i r  o r d e r s  s u b s t a n t i a l l y .
A t  t h e  t i m e  o f  t h e  l a s t  meet ing  I r e p o r t e d  t h a t  o r d e r s  by r e t a i l  
d e a l e r s  were i n  e x c e s s  of  o r  w i t h i n  t h e  s a l e s  l e v e l .  That  has  t u r n e d  
around.  The  d e a l e r s  have t u r n e d  q u i t e  n e g a t i v e  and a r e  o r d e r i n g  c a r s  
a t  abou t  80  p e r c e n t  o f  t h e  c u r r e n t  s a l e s  l e v e l ,  and t h a t ’ s ,  o f  c o u r s e ,  
ve ry  unusua l  f o r  t h i s  t i m e  o f  t h e  y e a r .  I n  p a r t .  t h e  d e a l e r  a t t i t u d e s  
a r e  based  on t h e  f a c t  t h a t  many o f  them a r e  l o s i n g  money: a t  t h i s  
p o i n t  someth ing  l i k e  5 0  p e r c e n t  o f  t h e  d e a l e r s  a r e  i n  l o s s  p o s i t i o n s .
D e s p i t e  t h i s .  g i v e n  t h e  s e a s o n a l  f a c t o r s  o f  c o u r s e ,  p r o d u c t i o n  i n  t h e  
second q u a r t e r  i s  go ing  t o  be up q u i t e  a b i t  from t h e  v e r y  dep res sed
l e v e l s  i n  t h e  f i r s t  q u a r t e r .  S t i l l ,  t h a t  h i g h e r  l e v e l  of  p r o d u c t i o n  
w i l l  be s u b s t a n t i a l l y  under  t h e  p r o d u c t i o n  l e v e l s  of t h e  second 
q u a r t e r  of l a s t  y e a r .  But because  of  t h i s  s h i f t  between t h e  f i r s t  and 
second q u a r t e r s .  i n  a p r o d u c t i o n  s e n s e  t h e  i n d u s t r y  i s  go ing  t o  be  
l e s s  o f  a d r a g  on GNP t h a n  it was i n  t h e  f i r s t  q u a r t e r :  i n d e e d ,  i t  
might  have someth ing  o f  a p o s i t i v e  e f f e c t .  A s  a f i n a l  comment on t h e  
a u t o  i n d u s t r y ,  I c e r t a i n l y  would say  t h a t  t h e  enormous f i r s t - q u a r t e r
l o s s e s  t h a t  t h e  B ig  Three  expe r i enced  have c a s t  a b i g  p a l l  on t h e  
D e t r o i t  a r e a .  

Many of t h e  o t h e r  s e c t o r s  of t h e  D i s t r i c t  a r e  impacted by t h e  
a u t o  s i t u a t i o n .  I n  t h e  s t ee l  b u s i n e s s ,  f o r  example,  one o f  t h e  C E O s  
was t e l l i n g  m e  t h a t  h i s  b u s i n e s s  was. i n  h i s  term, “ r o t t e n . ”  They 
c u r r e n t l y  a r e  o p e r a t i n g  a t  abou t  7 0  p e r c e n t  o f  c a p a c i t y .  The f o r e c a s t  
of sh ipmen t s  f o r  t h e  y e a r  has  been reduced from 85 m i l l i o n  t o n s  l a s t  
yea r  t o  7 6 - 7 7  m i l l i o n  t o n s  t h i s  y e a r .  And o f  t h a t  reduced l e v e l ,  
about  20  p e r c e n t  i s  go ing  i n t o  t h e  e x p o r t  marke t s :  o f  c o u r s e ,  t h o s e  
s a l e s  have v e r y  l i t t l e  margin .  s o  t h e r e ’ s  n o t  v e r y  much p r o f i t  t h e r e .  
Other  s u p p l i e r s  o f  t h e  a u t o  i n d u s t r y  a r e  e q u a l l y  h a r d  p r e s s e d .  Some 
of  t h e  o t h e r  p a r t s  o f  t h e  D i s t r i c t  a l s o  a r e  hav ing  a f a i r l y  weak t i m e  
of i t .  C o n s t r u c t i o n  a c t i v i t y ,  f o r  example,  c o n t i n u e s  t o  f a d e .  
C o n s t r u c t i o n  c o n t r a c t  awards a r e  o f f  ve ry  s u b s t a n t i a l l y  f r o m  l a s t  
y e a r :  t h r o u g h  March t h e  awards l e v e l  i s  something l i k e  26 p e r c e n t
under  l a s t  y e a r ’ s  l e v e l .  And people  i n  t h e  c o n c r e t e  b u s i n e s s  s a y  t h a t  
t h e y  a r e  e x p e r i e n c i n g  someth ing  o f  a f r e e  f a l l .  

More p o s i t i v e l y  [ f o r  p r i c e s ] .  t hough ,  t h e  news i n  t h e  
a g r i c u l t u r a l  s e c t o r  i s  r e a l l y  q u i t e  good, main ly  because  of a reduced 
l e v e l  of e x p o r t s .  Corn and wheat p r i c e s  a r e  under  [downward] 
p r e s s u r e :  t h a t ’ s  go ing  t o  h o l d  down farm income. N o n e t h e l e s s ,  I t h i n k  
i n  a n  i n f l a t i o n a r y  s e n s e  t h a t  ought  t o  be good. Due t o  heavy r a i n s - ­
we have had a l o t  o f  r a i n  i n  t h e  M i d w e s t - - p l a n t i n g  i s  about  10  days
la te ’ .  But t h i s  i s  r e a l l y  a good problem, n o t  a bad problem. People  I 
t a l k  t o  s a y  t h a t  t h e  p l a n t i n g  c o n d i t i o n s  r e a l l y  a r e  e x c e l l e n t .  And 
w h i l e  i t ’ s  c e r t a i n l y  f a r  t o o  e a r l y  t o  j udge  t h e  o u t l o o k  f o r  c r o p  
p r o d u c t i o n .  a t  l e a s t  a t  t h i s  p o i n t  it looks  p r e t t y  good. 

A l s o  p o s i t i v e l y  on t h e  i n f l a t i o n  f r o n t ,  based  on my t a l k i n g  
t o  p e o p l e ,  I t h i n k  t h e  p r i c e  o u t l o o k  i s  c o n t i n u i n g  t o  improve.
Compe t i t i ve  c o n d i t i o n s  i n  t h e  marke tp l ace  a r e  a w f u l l y  t o u g h .  P r i c e  
i n c r e a s e s  a r e  j u s t  v e r y ,  v e r y  d i f f i c u l t  t o  s u s t a i n .  And peop le  who 
keep t r a c k  of t h e i r  raw m a t e r i a l  pu rchases  s a y  t h a t  t h e y  a r e  
e x p e r i e n c i n g  v e r y  l i t t l e  p r i c e  i n c r e a s e s  on raw m a t e r i a l  p u r c h a s e s .
The CEOs ,  l o o k i n g  a h e a d ,  s t i l l  d o n ’ t  have any e x p e c t a t i o n s  t h a t  
t h e y ’ r e  go ing  t o  e x p e r i e n c e  a v e r y  b i g  p r i c e  e s c a l a t i o n .  

N e t .  w h i l e  i n  a n a t i o n a l  c o n t e x t  we may w e l l  be r e a c h i n g  a 
t u r n i n g  p o i n t ,  c e r t a i n l y  we d o n ’ t  y e t  s e e  it i n  t h e  D i s t r i c t .  From 
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o u r  p e r s p e c t i v e  w i t h i n  t h e  D i s t r i c t  an improvement i s  go ing  t o  be v e r y  
dependent  on t h e  a u t o  s e c t o r - - a n  improved l e v e l  of  sa les  f o l l o w i n g  t h e  
end of  t h e  model y e a r  p r o d u c t i o n - - a n d  a l s o  an i n c r e a s e  i n  e x p o r t s .
C e r t a i n l y  a t  t h i s  p o i n t  b o t h  of  t h e s e  o b j e c t i v e s  seem a g o n i z i n g l y  
e l u s i v e .  

CHAIRMAN GREENSPAN. P r e s i d e n t  Black .  

MR.  BLACK. M r .  Chairman, I t h i n k  t h e  s t a f f ’ s  downward 
r e v i s i o n  i n  t h e i r  p r o j e c t i o n  of r e a l  GNP f o r  t h e  second q u a r t e r  makes 
s e n s e  i n  l i g h t  o f  t h e  incoming i n f o r m a t i o n .  More g e n e r a l l y ,  t h e  
o v e r a l l  p r o f i l e  t h a t  t h e y ’ v e  p r e d i c t e d  f o r  t h e  n e x t  t h r e e  o r  f o u r  
q u a r t e r s  s t r i k e s  us  a s  eminen t ly  r e a s o n a b l e  g iven  t h e  s t a f f ’ s  p o l i c y
assumpt ions .  t h e  b e h a v i o r  o f  most of  t h e  l e a d i n g  i n d i c a t o r s ,  and t h e  
p a t t e r n  o f  r e c e n t  a n e c d o t a l  i n f o r m a t i o n .  I t ’ s  i n t e r e s t i n g  t o  m e  how 
c l o s e  t h e  p r o j e c t i o n s  of t h e  s t a f f  a r e  t o  t h o s e  of t h e  p r i v a t e  
economy. Mike s u g g e s t e d  t h e i r s  were a b i t  s t r o n g e r .  b u t  it seems t o  
m e  t h e y  a r e  remarkably  c l o s e .  which i s  something t h a t  many people
might  view w i t h  a l a r m  g iven  t h e  r e c o r d  o f  f o r e c a s t e r s  i n  t h e  p a s t .  
might  be  one of  t h o s e  e x c e p t  t h a t  I b e l i e v e  t h e y ’ r e  about  r i g h t  on 
t h i s .  And I b e l i e v e  t h a t  t h e  r i s k  of  e r r o r  i s  abou t  e q u a l  on t h e  up
s i d e  and on t h e  down s i d e .  I guess  t h e  most i m p o r t a n t  q u e s t i o n  w e  
ought  t o  a s k  o u r s e l v e s  i s :  How g r e a t  i s  t h e  r i s k  t h a t  we w i l l  have a 
b i g  e r r o r  on t h e  down s i d e ?  I n  o t h e r  words ,  how l i k e l y  i s  it t h a t  we 
w i l l  g e t  a s i g n i f i c a n t l y  g r e a t e r  d e c l i n e  i n  t h e  c u r r e n t  q u a r t e r  t h a n  
t h e  s t a f f  e x p e c t s  and t h a t  t h i s  w i l l  be fo l lowed pe rhaps  by a g r e a t e r
d e c l i n e  i n  t h e  t h i r d  q u a r t e r ?  Obvious ly ,  w e  c a n ’ t  r u l e  t h a t  o u t  
e n t i r e l y :  b u t  i n  t h e  absence  of some t o t a l l y  u n l i k e l y ,  unexpec ted  
n e g a t i v e  s u p p l y  shocks  such  a s  we had l a s t  Augus t ,  t h e  p r o b a b i l i t y  of 
t h a t  k ind  o f  d e c l i n e  seems t o  me t o  be  p r e t t y  low.  We’ve a l r e a d y  
t a k e n  o u t  a l o t  o f  i n s u r a n c e  t o  p reven t  such  a t h i n g  happening ,  w i t h  
t h e  cumula t ive  p o l i c y  a c t i o n s  o v e r  t h e  l a s t  s i x  months o r  s o .  And 
beyond t h a t ,  we’ re  now s e e i n g  new s i g n s  of  l i f e  i n  r e s i d e n t i a l  
c o n s t r u c t i o n ,  s t r e n g t h  i n  t h e  s t o c k  market  and some of t h e  o t h e r  
l e a d i n g  i n d i c a t o r s ,  and a r e c e n t  u p t u r n  i n  t h e  N a t i o n a l  A s s o c i a t i o n  of  
Purchas ing  Managers’  i n d e x ,  which was h i g h e r  i n  A p r i l  t h a n  i t  was i n  
t h e  lowes t  q u a r t e r  t r o u g h  of any p rev ious  f u l l  economic u p t u r n .  

S o .  t h o s e  a l l  s u g g e s t  t o  me t h a t  we a r e  p robab ly  now ve ry  
n e a r  t h e  bot tom of a r e c e s s i o n .  Whether i t ’ s  going  t o  be l o n g e r  o r  
whether  i t ’ s  a n e a r  t r o u g h ,  I d o n ’ t  know. But it seems t o  me t h a t  a 
s i g n i f i c a n t  f u r t h e r  weakening i s  d e c i d e d l y  u n l i k e l y .  I was 
p a r t i c u l a r l y  g l a d  t o  see t h a t  t h e  s t a f f  has  reduced i t s  i n f l a t i o n  
f o r e c a s t  because  I have f e l t  f o r  some t i m e  t h a t  w e  had fo l lowed  a ve ry  
w i s e  p o l i c y  [ c o u r s e  o f ]  a c t i o n  and t h a t  it would pay o f f  i n  t e rms  of 
i n f l a t i o n  numbers.  The s t a f f  has  c u t  a coup le  o f  n o t c h e s  of f  t h e  
i n f l a t i o n  p r o j e c t i o n s  f o r  b o t h  t h i s  y e a r  and n e x t  y e a r  and t h e y ’ r e  now 
p r e d i c t i n g  a c o r e  r a t e  o f  i n f l a t i o n  o f  abou t  3 p e r c e n t  a t  t h e  end of  
1 9 9 2 .  And I t h i n k  w e  ought  t o  have a t  l e a s t  t h a t  d e g r e e  of p r o g r e s s
a g a i n s t  i n f l a t i o n .  But it i s  impor t an t  t h a t  w e  keep i n  mind what t h e  
s t a f f  h a s  assumed when it made t h e s e  p r o j e c t i o n s ,  and t h a t  i s  t h a t  
w e ’ l l  come v e r y  c l o s e  t o  a c h i e v i n g  t h e  midpoin t  of  o u r  t a r g e t  range  
f o r  M2.  I t h i n k  i t ’ s  c r i t i c a l l y  impor t an t  t h a t  w e  t a k e  whatever  s teps  
a r e  r e q u i r e d  t o  keep M2 somewhat i n  t h a t  range  i n  c a s e  t h e  r ecove ry
and c o n s e q u e n t l y  t h e  money demand t u r n s  o u t  t o  be  somewhat s t r o n g e r  
t h a n  it now a p p e a r s  t o  us t h a t  it might b e .  

CHAIRMAN GREENSPAN. P r e s i d e n t  F o r r e s t a l .  

I 
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MR. FORRESTAL. W e l l ,  Mr. Chairman, a c t i v i t y  i n  t h e  A t l a n t a  
D i s t r i c t  i s  g e n e r a l l y  t h e  same a s  i n  t h e  r e s t  o f  t h e  c o u n t r y  a s  a 
whole.  a l t h o u g h  I must s a y  t h a t  t h e  b u s i n e s s  peop le  I ’ v e  spoken t o  
r e c e n t l y  a r e  somewhat less p e s s i m i s t i c  t h a n  t h e y  were s i x  weeks a g o .
I n  t h e  immediate A t l a n t a  m e t r o p o l i t a n  a r e a ,  t h e  s e n t i m e n t  h a s  g o t t e n  a 
b i g  b o o s t  by t h e  announcements from UPS and Holiday Inn  t h a t  t h e y  a r e  
moving c o r p o r a t e  h e a d q u a r t e r s  t h e r e  a s  w e l l  a s  t h e  awarding  o f  t h e  
f i g h t e r  a i r c r a f t  c o n t r a c t  t o  Lockheed. The most p o s i t i v e  e v e n t  t h a t  
has  happened i s  t h a t  t h e r e  have been s i g n i f i c a n t  i n c r e a s e s  i n  s a l e s  o f  
s i n g l e - f a m i l y  homes i n  t he  l a s t  s e v e r a l  weeks. Dn t h e  r e t a i l  s i d e ,  
c o n s i s t e n t  w i t h  t h e  r e p o r t  we had t h i s  morning,  r e t a i l e r s  i n  t h e  
D i s t r i c t  a r e  r e p o r t i n g  a p ickup i n  s a l e s  i n  March b u t  a c t i v i t y  i n  
A p r i l  f e l l  o f f  and was below t h e i r  e x p e c t a t i o n s .  Tourism. t o o ,  has  
p i cked  up a s  w e l l  a s  c o n v e n t i o n  bookings i n  t h e  D i s t r i c t ,  and t h a t  i s  
i n t e r e s t i n g  t o  n o t e .  t o o .  F o r e i g n  v i s i t o r s  are beg inn ing  t o  come i n t o  
t h e  a r e a  a g a i n  a f t e r  t h e  P e r s i a n  Gulf s i t u a t i o n :  t h a t ’ s  p a r t i c u l a r l y  
t r u e  i n  F l o r i d a .  

I n  t h e  manufac tu r ing  a r e a ,  o r d e r s  a r e  s t i l l  f a i r l y  weak, 
employment l e v e l s  c o n t i n u e  t o  be r educed ,  and c a p i t a l  e x p e n d i t u r e s  a r e  
s t i l l  b e i n g  postponed by most b u s i n e s s  people  t h a t  w e  t a l k  t o .  
E x p o r t s  from t h e  D i s t r i c t  have a l s o  been weak: some a r e  a t t r i b u t i n g
t h a t  t o  weaker growth ab road .  But I t h i n k  a n o t h e r  f a c t o r  t o  b e  t a k e n  
i n t o  account  i s  t h a t  m i l i t a r y  sh ipments  from t h e  D i s t r i c t  p o r t s  
d i s p l a c e d  r e g u l a r  sh ipmen t s :  t h a t  p robably  accoun t s  f o r  some d e c r e a s e  
i n  t h a t  e x p o r t  a c t i v i t y .  The  a g r i c u l t u r a l  a r e a  i s  q u i t e  mixed.  Crop
p r o d u c t i o n  p robab ly  w i l l  be  lower t h i s  y e a r  bu t  f r u i t .  v e g e t a b l e ,  and 
l i v e s t o c k  shou ld  be  h i g h e r .  S i  ment ioned t h e  r a i n s :  we’ve a l s o  had 
heavy r a i n s  a lmos t  t h r o u g h o u t  t h e  e n t i r e  D i s t r i c t  and t h a t  h a s  de l ayed
p l a n t i n g  i n  p r a c t i c a l l y  e v e r y  s t a t e .  A l l  of  t h e  s t a t e s  i n  t h e  
D i s t r i c t  have been h i t .  a s  have many o t h e r s  of c o u r s e .  by revenue  
s h o r t f a l l s .  Up u n t i l  now i n  our  D i s t r i c t  t h e  l e g i s l a t u r e s  have 
r e s i s t e d  any major  t a x  i n c r e a s e s .  But i f  we d o n ’ t  g e t  a t u r n a r o u n d  i n  
t h e  economy f a i r l y  soon .  I t h i n k  most of  t h e  s t a t e s  i n  our  D i s t r i c t  
a r e  go ing  t o  have t o  l o o k  a t  major  t a x  i n c r e a s e s  n e x t  y e a r .  

The c r e d i t  c runch  seems t o  b e  about  t h e  same a s  it was a t  t h e  
t ime  o f  our  l a s t  mee t ing :  t h a t  i s  t o  s a y  t h e r e  r e a l l y  d o e s n ’ t  seem t o  
be much change i n  t h e  s t a n d a r d s  t h a t  t h e  banks a r e  a p p l y i n g .  The 
problem, a c c o r d i n g  t o  most b a n k e r s ,  i s  on t h e  demand s i d e .  There  j u s t  
i s n ’ t  a g r e a t  d e a l  of demand f o r  l o a n s .  P r i c e  i n c r e a s e s ,  a s  someone 
e l s e  ment ioned ,  a r e  minimal  if n o t  n o n e x i s t e n t :  and t h a t  seems t o  be  
what i s  expec ted  ove r  t h e  n e x t  s e v e r a l  months.  

Looking a t  t h e  n a t i o n a l  economy, we’ve lowered o u r  f o r e c a s t  
s i n c e  t h e  l a s t  mee t ing .  We’re somewhat weaker i n  b o t h  ’ 9 1  and ’ 9 2  
compared t o  t h e  Greenbook. b u t  n o t  a p p r e c i a b l y .  We have b o t h  
consumption and e x p o r t s  weaker and a s  a r e s u l t  o u r  unemployment i s  a 
b i t  h i g h e r .  But w e  a l s o  show a l i t t l e  b e t t e r  s u c c e s s  on t h e  i n f l a t i o n  
s i d e :  o u r  i n f l a t i o n  number i s  a b i t  l ower .  I t h i n k  t h e  r i s k s  i n  t h e  
f o r e c a s t  a r e  more symmetr ic  now t h a n  t h e y  were s e v e r a l  weeks a g o - ­
c e r t a i n l y  more symmetr ic  t h a n  t h e y  were e a r l i e r .  I have been s a y i n g
r i g h t  a l o n g  t h a t  I t h o u g h t  t h e  r i s k s  were on t h e  down s i d e :  I ’ m  n o t  s o  
s u r e  t h a t  t h e y ’ r e  c o m p l e t e l y  on t h e  down s i d e  now. Bu t .  and I t h i n k  
Bob Black  was a l l u d i n g  t o  t h i s .  t h e  c o s t s  of m i s s i n g  a r e  r e a l l y  n o t  
symmetric a t  a l l .  That  i s  t o  s a y .  it seems t o  me t h a t  t h e  c o s t s  
i n v o l v e d  i n  o v e r s h o o t i n g  t h e  f o r e c a s t  a r e  n o t  v e r y  h i g h ,  g iven  t h e  
p r e s e n t  l e v e l s  of c a p a c i t y  and unemployment. But if t h e  economy t u r n s  
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o u t  t o  be weaker t h a n  t h e  f o r e c a s t ,  t h e n  I t h i n k  t h e  c o s t s  would b e  
v e r y .  v e r y  h igh  i n d e e d .  Obv ious ly .  w e  need t o  t a k e  t h a t  i n t o  accoun t  
a s  w e  s e t  o u r  p o l i c y  recommendations.  

CHAIRMAN GREENSPAN. P r e s i d e n t  P a r r y .  

MR. PARRY. M r .  Chairman. t h e  Twel f th  D i s t r i c t  employment
s t a t i s t i c s  have become a b i t  weaker s i n c e  ou r  l a s t  meet ing .  a l t h o u g h
t h e  D i s t r i c t  a s  a whole c o n t i n u e s  t o  ou tpe r fo rm t h e  rest  of  t h e  
n a t i o n .  I n  March o n l y  t h e  s t a t e  o f  Ar izona  r e p o r t e d  a month- to-month  
g a i n  i n  employment i n  our  D i s t r i c t .  However. t h e  d e c l i n e s  i n  t h e  
D i s t r i c t ’ s  o t h e r  s t a t e s  f o l l o w  s e v e r a l  months o f  r e l a t i v e l y  r o b u s t  
employment growth.  Employment l e v e l s  s t i l l  a r e  between 1 . 6  and 4 . 8  
p e r c e n t  h i g h e r  t h a n  t h e y  were a y e a r  ago i n  D i s t r i c t  s t a t e s  o t h e r  t h a n  
C a l i f o r n i a .  And t h a t  would compare,  I t h i n k ,  t o  a f a l l  of  abou t  1 . 2  
p e r c e n t  i n  t h e  rest  o f  t h e  n a t i o n .  C a l i f o r n i a ’ s  economy h a s  slowed 
w i t h  t h e  n a t i o n .  S i n c e  l a s t  J u l y  employment has  f a l l e n  n e a r l y  e v e r y
month: i n  A p r i l  t h e  s t a t e  p o s t e d  i t s  f i r s t  y e a r - o v e r - y e a r  d e c l i n e  i n  
t h e  l e v e l  o f  employment which was down 0 . 4  o f  a p e r c e n t .  Durable  
goods employment c o n t i n u e s  t o  f a l l ,  l e d  by d e c l i n e s  i n  a e r o s p a c e  and 
e l e c t r o n i c s .  I t h i n k  some of o u r  l o s s e s  were g a i n s  i n  t h e  A t l a n t a  
D i s t r i c t .  C o n s t r u c t i o n  employment h a s  f a l l e n  t o  a l e v e l  about  8 
p e r c e n t  l ess  t h a n  it was a y e a r  ago b u t ,  i n t e r e s t i n g l y ,  r e a l  e s t a t e  
s a l e s  and p r i c e s  have p icked  up .  A s  a m a t t e r  o f  f a c t ,  t h e  median 
p r i c e  of r e s i d e n t i a l  r e a l  e s t a t e  i n  C a l i f o r n i a  i s  now above i t s  
p r e v i o u s  peak .  

The e f f e c t s  of C a l i f o r n i a ’ s  economic slowdown. combined w i t h  
growing s t r u c t u r a l  problems i n  t h e  s t a t e ’ s  b u d g e t ,  have r e s u l t e d  i n  a 
p r o j e c t e d  $ 1 2 . 6  b i l l i o n  d e f i c i t  by t h e  end o f  t h e  n e x t  f i s c a l  y e a r .
Tax r e c e i p t s  have been low f o r  r a t h e r  obvious  r e a s o n s :  weak s a l e s ,  
weak consumer spend ing .  and a l s o  unexpec ted ly  low c o r p o r a t e  and bank 
p r o f i t s .  A t  t h e  same t i m e .  c a s e  l o a d s  i n  t h e  h e a l t h  a r e a .  w e l f a r e .  
and e s p e c i a l l y  a t  p r i s o n s  have r i s e n  s h a r p l y .  and mandatory c o s t - o f -
l i v i n g  a d j u s t m e n t s  have f u r t h e r  i n c r e a s e d  r e q u i r e d  e x p e n d i t u r e s .  A t  
t h e  same t i m e  Governor Wilson h a s  proposed [ r educ ing]  t h e  d e f i c i t  
t h rough  a 1 . 5  c e n t  s a l e s  t a x  i n c r e a s e - - t h e  t a x  r i g h t  now i s  6 p e r c e n t  
o r  h i g h e r  based  upon some l o c a l  i n i t i a t i v e s - - e l i m i n a t i o n  of  a l l  COLAS 
on programs,  and s h i f t i n g  some s t a t e  s e r v i c e s  t o  t h e  c o u n t i e s ,  
a l t h o u g h  no one can  f i g u r e  o u t  where t h e  c o u n t i e s  a r e  going  t o  g e t  t h e  
money t o  f i n a n c e  t h i s .  Where t h i s  w i l l  a l l  end up i s  d i f f i c u l t  t o  s a y
because  t h e  governor  i s  adamant abou t  n o t  changing  income t a x e s .  

A s  f a r  a s  t h e  n a t i o n a l  o u t l o o k  i s  concerned ,  o u r  view i s  n o t  
v e r y  d i f f e r e n t  from t h a t  o f  t h e  Greenbook. We have s l i g h t l y  s lower  
economic growth and a b i t  l ess  i n f l a t i o n .  We expec t  t h e  economy t o  be 
roughly  f l a t  i n  t h e  c u r r e n t  q u a r t e r  and t h e n  w e  t h i n k  r e a l  growth 
probably  w i l l  ave rage  somewhere i n  t h e  3 t o  3 - 1 / 2  p e r c e n t  r ange  i n  t h e  
second h a l f .  which i s  a l i t t l e  weaker a c t u a l l y  t h a n  t h e  Greenbook. 
Next y e a r .  w e  l ook  f o r  growth t o  s low a b i t  t o  2 - 1 1 2  t o  3 p e r c e n t .
I t ’ s  c l e a r  t h a t  t h e  main s o u r c e s  of  expans ion  shou ld  be t h e  e a s i n g  o f  
monetary p o l i c y ,  which P r e s i d e n t  Black  r e f e r r e d  t o ,  a g r a d u a l
improvement i n  consumer and b u s i n e s s  c o n f i d e n c e ,  and a pickup i n  
i n v e n t o r y  i n v e s t m e n t .  It a l s o  seems q u i t e  obvious  t h a t  t h e  r e c e n t  
r ise  i n  t h e  d o l l a r  and s lower  economic growth abroad  a r e  go ing  t o  
l i m i t  t h e  c o n t r i b u t i o n  t o  growth t h a t  w i l l  be  coming from t h e  f o r e i g n  
s e c t o r .  I n  view o f  t h e  s l a c k  i n  t h e  economy and a l s o  t h e  lower  o i l  
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prices and the higher dollar, we would expect inflation as measured by

the CPI to decline next year to about the 3 to 3-1/2 percent range. 


CHAIRMAN GKEENSPAN. President McTeer. 


MK. MCTEER. With regard to the national economy. we have no 

quarrel with the Greenbook forecast. 


For the Eleventh District, we have been right at the top of 
the Districts in terms of maintenance of employment levels. As a 
matter of fact, we were probably number one until a couple of months 
ago: I believe about a month ago the Kansas City District overtook u s .  
But now we’re beginning to experience a decline in employment and a 
rise in unemployment rates. Many of our local unemployment rates are 
now at or above the national average. The strongest data in our 
District are in Texas. particularly the Houston and the Gulf Coast 
areas. Petrochemicals and energy seem to be helping them a little. 
The impression we get from our directors is that growth is positive
but barely s o .  

Borrowers in our District believe that the credit crunch is 
very real: they always have and still do. Generally, bankers have 
been telling us  that there is just not good credit demand. The Texas 
Bankers Association did a poll the other day and the majority of them 
said there was a credit crunch and that it was all the regulators’
fault that it existed. State finances are tight, too. and Texas is 
beginning to talk about an income tax. 

CHAIRMAN GREENSPAN. President Syron. 


MK. SYRON. Thank you, Mr. Chairman. The economy in New 
England is very poor, with few spots showing improvement: [there are 
some exceptions]. primarily housing. Perhaps most disturbing is that 
I think this may have to do with just getting further into a 
recession: an enveloping feeling of gloom has affected everything.
And I see that it spreads further down in the Northeast. actually. 

As other people have noted. we too have continued problems

with state and local governments. If anything, the estimates of the 

deficits on a state-by-statebasis are increasing and increasing in a 

fairly significant way, which will absolutely necessitate significant 

tax increases. The retail situation, however, is a little mixed. 

Durables are not good: autos in particular are very soft. although

nondurables have picked up somewhat. Some mail order houses 

particularly have noted a pickup in demand: a lot of that is probably

[goods] sold out of the District. Interestingly, consistent with 

improving their margins, some [chains]--and we still have to see how 

this will work out--actually are charging for postage on catalogues. 


Commercial real estate continues to decline. As I mentioned,
housing has picked up a bit for first-time [buyer] units. which in our  
District at this stage of the game are homes whose prices total less 
than about $200,000. Manufacturers seem to have become quite
pessimistic even in the computer area where things have picked up a 
little nationally. Suppliers to the auto industry and to the 
aerospace industry are quite pessimistic. Interestingly. we have 
several defense contractors some of whom--forexample, 
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--alsohave a significant part of their business in the 

commercial sector. and they have said that on balance any improvement

they got on the defense side was washed away by the regular civilian 

side. They still see this long-term reduction in restructuring on the 

defense side. Prices. consistent with all this. continue to be pretty

well behaved. 


Our lenders are quite cautious. Even a couple of our largest

banks will say, essentially, that they are not lending unless it’s 

extremely good credit. Others that are in a little better shape will 

tell you that they just are concerned about the loan quality coming

in. But universally they are seeing very. very little in loan demand. 

As a consequence, they just don’t want money. I think this is related 

to what is going on in the monetary aggregates. Some institutions 

that have had potential customers come to them are really lowering

their offering rates quite a lot. Those are people coming from 

institutions that are closing or have capital [problems] and from 

others that don’t feel they need any money. I’m not quite sure how 

one factors this into evaluating the situation, but at least in New 

England--and I suspect more so nationally as well--thisissue of 

restructuring that we’ve talked a lot about both in financial services 

and manufacturing, and what is happening in inventories and in state 

and local governments. does make a situation in which one has to look 

at the employment numbers at least somewhat skeptically as we go

forward. Once managers get into this process of feeling that they can 

have the same level of output and maintain their margins by reducing

costs if not increasing sales. they discover all kinds of 

opportunities that I think they’re going to exploit for some time to 

come. I was struck by talking to several people who were saying that 

there’s still more to do here and that they are discovering new 

opportunities. 


One interesting story that fits with what is going on in 

inventories--showingthat this is again a two-sided sword--isthat we 

talked to an off-price discounter who indicated that business was 

horrible but the reason business was horrible wasn’t so much that the 

demand in the stores was horrible: it was because manufacturers had 

maintained their inventories more carefully and he wasn’t able to pick 

up the volume of distress sale goods that he could before. 


Nationally, I find the Greenbook forecast very plausible on a 
center-weighted basis. One would really have to nitpick to find fault 
with it. It is more useful to ask what the risks are. I would think 
that in a very, very marginal sense the risks might be slightly on the 
down side: I see the third quarter falling into the same pattern as 
the second quarter conceivably. typically because of concerns about 
exports. But I do think--andthis goes back to what Bob Forrestal 
said--that one needs to look at the risks of the outcome, if you will. 
not just the risk of something happening. If we were to get much 
further deterioration than we expect, that could be fairly difficult 
to deal with given the problems that we have in some sectors. On the 
other hand, one has to be very encouraged by at least the forecasted 
improvement in prices that we see. It really would be tragic to throw 
that away. So.  I think it’s very hard to be sure of the outlook at 
this point, which makes it extremely important to follow the data that 
continue to come in very, very closely. 

CHAIRMAN GREENSPAN. President Stern. 
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MR. STERN. M r .  Chairman, I would c o n t i n u e  t o  c h a r a c t e r i z e  
c o n d i t i o n s  i n  t h e  D i s t r i c t  a s  mixed,  b u t  o v e r a l l  n o t  bad .  A g r i c u l t u r e
i s  l o o k i n g  p r e t t y  good. The key word t h e r e ,  a s  u s u a l .  i s  m o i s t u r e ,  
and i n  much o f  t h e  D i s t r i c t  it now a p p e a r s  t o  be adequa te  t h i s  y e a r .
The l i v e s t o c k  s e c t o r  i s  r e a l l y  do ing  v e r y  w e l l .  a s  i t  has  o v e r  t h e  
p a s t  s e v e r a l  y e a r s  a s  w e l l .  I n  t h e  pape r  i n d u s t r y  and t h e  f o r e s t  
p r o d u c t s  i n d u s t r y ,  a g a i n .  c o n d i t i o n s  a r e  mixed. There  i s  a l o t  of  
e x c e s s  c a p a c i t y  a t  t h e  moment i n  pape r  and even  more coming on 
[ s t r e a m ] .  b u t  t h e  p r o f i t s  a r e n ’ t  t h e r e .  But t h a t ’ s  a b u s i n e s s  where 
t h e y  t e n d  t o  run  a t  c a p a c i t y  a lmost  no m a t t e r  wha t ,  and t h e y ’ r e  s t i l l  
runn ing  a t  c a p a c i t y ,  a t  l e a s t  i n  our  D i s t r i c t .  The wood p r o d u c t s
b u s i n e s s  h a s  come back  a b i t ,  and t h a t ’ s  p r o b a b l y  a consequence of  an 
i n v e n t o r y  c y c l e  and maybe some opt imism about  t h e  o u t l o o k  f o r  
homebui ld ing .  C l e a r l y .  hous ing  s a l e s  have p i cked  up s u b s t a n t i a l l y .  
c e r t a i n l y  i n  t h e  Twin C i t i e s .  I t ’ s  my u n d e r s t a n d i n g  t h a t  n o t  on ly  a r e  
houses  s e l l i n g  b u t  t h e y  a r e  s e l l i n g  a t  p r e t t y  c l o s e  t o  a s k i n g  p r i c e s  
wi thou t  any f a n c y  f i n a n c i n g  s o  f a r  a s  I can t e l l .  On r e t a i l  s a l e s ,  
once a g a i n  I h a v e n ’ t  h e a r d  any h o r r o r  s t o r i e s .  Some people  s a y
b u s i n e s s  i s  tough  and some s a y  i t ’ s  s a t i s f a c t o r y ,  and t h a t  seems t o  be  
about  t h e  way t h a t  has  been h o l d i n g .  Only one s t a t e  i n  t h e  D i s t r i c t  
has  a s i g n i f i c a n t  budget  problem w i t h  which t h e y  have n o t  y e t  come t o  
g r i p s .  I d o n ’ t  know a t  t h i s  j u n c t u r e  what t h e  p i e c e s  o f  t h a t  
r e s o l u t i o n  might  t u r n  o u t  t o  b e .  

With r e g a r d  t o  t h e  n a t i o n a l  o u t l o o k ,  I ’ m  p r e t t y  c o m f o r t a b l e  
w i t h  t h e  Greenbook f o r e c a s t .  I a l s o  t h i n k .  a s  s e v e r a l  peop le  have 
commented, t h a t  it pays t o  r e f l e c t  on t h e  r i s k s  a b i t  a t  t h i s  
j u n c t u r e .  The r i s k s  a r e  probably  symmetr ic  i n  t h e  s e n s e  t h a t  wh i l e  a 
r e c o v e r y  by midyear  i s  l i k e l y ,  I do t h i n k  w e ’ r e  go ing  t o  need t o  s e e  a 
good d e a l  more consumer spend ing .  I n  t h a t  r e g a r d .  I have been under  
t h e  i m p r e s s i o n .  and Mike confirmed i t .  t h a t  pe rhaps  d i s p o s a b l e  income 
has  been somewhat weaker t h a n  I would have  expec ted  th roughou t  t h i s  
c o n t r a c t i o n ,  and t h a t  i s  c e r t a i n l y  a s o u r c e  of concern  i n  my mind. On 
t h e  o t h e r  hand ,  a s  t o  t h e  r i s k s  on t h e  i n f l a t i o n  s i d e ,  I f i n d  t h e  
r e c e n t  d a t a  encourag ing  and most of t h e  a n e c d o t a l  r e p o r t s  I ’ m  g e t t i n g
encourag ing  a s  w e l l .  But I must s a y  I ’ m  n o t  persuaded  y e t  t h a t  we 
have n a i l e d  down a s i g n i f i c a n t  r e d u c t i o n  i n  t h e  c o r e  r a t e  o f  
i n f l a t i o n .  I ’ m  a l i t t l e  puzz led  a s  t o  why t h e  bond market has  not  
responded a t  t h i s  j u n c t u r e .  n o t  j u s t  t o  t h e  i n f l a t i o n  news b u t  t o  t h e  
o v e r a l l  p i c t u r e  of  what i s  happening d o m e s t i c a l l y  and a b r o a d .  And I 
wonder i f  w e  d o n ’ t  have t o  be a l i t t l e  s e n s i t i v e  t o  t h a t .  

CHAIRMAN GREENSPAN. You mean [ t h e  volume of deb t  f i n a n c i n g ]  
d o e s n ’ t  e x p l a i n  i t? 

MR.  STERN. No. I d o n ’ t  f i n d  t h a t  a n  a d e q u a t e  e x p l a n a t i o n  

CHAIRMAN GREENSPAN. P r e s i d e n t  Boehne. 

MR.  BOEHNE. I n  t h e  D i s t r i c t ,  t h e  s i g n a l s  a r e  mixed b u t  on 
b a l a n c e  I t h i n k  t h e  o v e r a l l  D i s t r i c t  economy i s  s t i l l  down l i k e  t h a t  
f o r  t h e  n a t i o n .  A s  i n  t h e  n a t i o n ,  commercial  r e a l  e s t a t e  and r e t a i l  
s a l e s  a r e  g e n e r a l l y  n e g a t i v e .  There a r e  some i n d i c a t i o n s  t h a t  
m a n u f a c t u r i n g  i s  b e g i n n i n g  t o  bot tom o u t .  The o n l y  c l e a r  a r e a  of  
u p t u r n  i s  i n  home s a l e s .  Loan demand i s  s t i l l  weak. Bankers  s a y  t h a t  
t h e r e  i s n ’ t  demand: t h e  b u s i n e s s  p e o p l e - - o r  some of  them, anyway--say
t h a t  t h e  b a n k e r s  won’t  l e n d .  With r e g a r d  t o  s t a t e  and l o c a l  



I 
I 

5/14/91 -13- 


governments, Philadelphia is about to go broke: the states have 
deficits. So. I think that situation is fairly general. 

I would say the attitudes vary from cautious optimism. with 
more emphasis on “cautious“ than “optimism.“ to a lot of concern on 
the part of business people about when a recovery will occur and what 
kind will occur. I find more people who are just about writing off 
1991 as a bad year and they are beginning to look to 1992. I sense. 
and I don’t think it’s particularly unusual at this stage of the 
business cycle, a dichotomy now between those who analyze the economy
and those who manage it. I think most of those who analyze the 
economy see signs that the economy is beginning to pick up. whereas 
those people who have annual meetings to chair--whetherthey want to 
downsize the company another notch or they are going to meet the 
financial analysts--wantto be reassured that there really is a 
recovery out there: they don’t really yet feel it in their bones. 
We’re at a fairly critical period in that, if we don’t begin to see 
some tangible evidence on a broader base that we are indeed going to 
get a recovery. we could see confidence really drop off and we might
have a double-dip in terms of the downturn. I do subscribe to the 
notion that the economy is going to pick up, but I think we’re playing
with some tender attitudes out there. I would say that the risks are 
probably even to maybe marginally on the down side. But I [agree
with] those who are concerned about the outcome. If we don’t get a 
recovery or if it’s postponed. I think there will be some real costs 
and it will be quite difficult to try to get the economy turned 
around. 

On the inflation side. my sense is that financial markets may

be somewhat behind in appreciating what is going on in most of the 

economy. We’re making better progress on inflation than I would have 

expected a few months ago and that’s positive. I think the long bond 

market has some catching up to do there. As for the Greenbook 

forecast, I think it’s reasonable. I would probably have more of a 

saucer shape kind of recovery--perhapsa little weaker--but it’s hard 

to quarrel with the basic analysis there. 


CHAIRMAN GREENSPAN. President Guffey. 


MR. GUFFEY. Thank you. Mr. Chairman. In the District itself 

we continue to see some modest pickup in economic activity. In 

manufacturing. for example, the auto plants are not back full out, but 

the Ford plants are running two shifts and a large General Motors 

plant in Kansas City itself is beginning to put people back on [the

payroll]. It also has raised a problem in that they simply have begun 

to use overtime rather than put a second shift back on. And the 

unions have become very upset because auto manufacturers haven’t put

the second shift people back to work. As a result. I think they’re

trying to manage [unintelligible]. It does seem quite clear to me 

that although the auto makers’ projections are not strong, there will 

be some positive impact on our output in the period ahead simply

because they are starting from a very low base and they are at work 

and are producing. In the aviation area, general business aviation-. 

the small jets. for example--isstill very good. They had very good

bookings and sales in the first quarter and that is projected to 

continue. Construction remains sluggish, particularly in the 

commercial area. but in the residential and other nonresidential areas 

some pickup is evident. 
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The a g r i c u l t u r a l  a r e a  has  a l r e a d y  been d i s c u s s e d .  The w i n t e r  
wheat c r o p  l o o k s  t o  be f a i r l y  good and i s  s p o t t y  o n l y  i n  t h e  s e n s e  
t h a t  we’ve had some f a i r l y  s e v e r e  weather  come t h r o u g h  t h e  Midwest and 
t h a t  cou ld  be  d e v a s t a t i n g  t o  wheat a t  t h i s  s t a g e  i n  i t s  development
s imply  because  of t h e  h a i l  and s t r o n g  winds.  But by and l a r g e  t h e r e  
i s  a f a i r l y  o p t i m i s t i c  view of t h a t  c r o p .  The problem, o b v i o u s l y ,  i s  
t h e  weak commodity p r i c e  f o r  wheat .  N o n e t h e l e s s ,  i t ’ s  b e t t e r  t o  
produce t h a n  n o t  t o  produce .  C a t t l e  p r o d u c e r s .  a s  I ’ v e  i n d i c a t e d  
b e f o r e .  a r e  d o i n g  v e r y  w e l l ,  and t h a t ’ s  p r o j e c t e d  t o  c o n t i n u e .  

I n  t h e  energy  a r e a .  d r i l l i n g  has  s l a c k e d  o f f  I t h i n k  s imply
because  t h e  s t a b i l i t y  of t h e  impor ted  o i l  p r i c e s  a t  $ 2 0  a b a r r e l  o r  
t h e r e a b o u t s  does  n o t  encourage  v e r y  much e x p l o r a t o r y  d r i l l i n g .  There 
has  been some development d r i l l i n g .  That  i s ,  a f t e r  a f i e l d  i s  
d i s c o v e r e d ,  it h a s  t o  be deve loped ,  and t h e r e  i s  some modest a c t i v i t y
go ing  on i n  t h a t  a r e a .  The o t h e r  a r e a  o f  opt imism i n  t h e  e n e r g y  f i e l d  
i s  t h e  o i l  f i e l d  s u p p l i e r s  who t a k e  some encouragement from t h e  Gulf 
c o n t a c t s  t h a t  t h e y  e s t a b l i s h e d  a s  a r e s u l t  o f  t h e  P e r s i a n  Gulf o i l  
c a t a s t r o p h e .  

With r e g a r d  t o  t h e  n a t i o n a l  p i c t u r e .  I have no g r e a t  q u a r r e l
w i t h  t h e  Greenbook f o r e c a s t .  A s  a m a t t e r  o f  f a c t ,  I t h i n k  i t ’ s  a good
d e a l  b e t t e r  t h a n  it has  been i n  t h e  p a s t .  We b e l i e v e  t h a t  t h e  s t a f f  
i s  a l i t t l e  o v e r - o p t i m i s t i c  on t h e  t i m i n g  i n  t h a t  t h e i r  s e c o n d - q u a r t e r
f o r e c a s t  i s  c o n s i d e r a b l y  s t r o n g e r  t h a n  w e  h a v e ,  a l t h o u g h  t h e  second 
h a l f  of t h e  y e a r  r e a l l y  comes out  abou t  t h e  same. S o ,  i t ’ s  s imply  [ a
d i f f e r e n c e  i n ]  t i m i n g .  When we s c a l e d  back t h e  second q u a r t e r  we 
s c a l e d  back a b i t  from where we were b e f o r e .  B u t ,  on b a l a n c e ,  i t ’ s  a s  
good a f o r e c a s t  a s  I t h i n k  one can  make, and i t ’ s  a b e l i e v a b l e  
f o r e c a s t .  

CHAIRMAN GREENSPAN. Vice Chairman. 

VICE CHAIRMAN CORRIGAN.  Wel l ,  Mr. Chairman. on t h e  f o r e c a s t  
f i r s t :  We have  a p r o f i l e  a t  l e a s t  t h a t  i s  s i m i l a r  t o  M i k e ’ s ,  a l t h o u g h  
n o t  q u i t e  a s  s t r o n g - - e s p e c i a l l y  i n  t h e  second h a l f  of t h e  y e a r .  But 
c e r t a i n l y  [we e x p e c t ]  a r e s p e c t a b l e  r ecove ry  o v e r  t h i s  s i x - q u a r t e r
p e r i o d .  Mike d i d  mention s e v e r a l  a r e a s  o f  u n c e r t a i n t y .  One o f  t h e  
r e a s o n s  why o u r  r e c o v e r y  i s  less  r o b u s t  t h a n  t h e  s t a f f ’ s  i s  n e t  
e x p o r t s :  t h e  s t a f f  e s s e n t i a l l y  has  n e t  e x p o r t s  p l a t e a u i n g  and w e  have 
a $ 2 0  b i l l i o n  d e t e r i o r a t i o n  b u i l t  i n  ove r  t h e  e n t i r e  f o r e c a s t  p e r i o d .  
I d o n ’ t  have a l o t  of conf idence  i n  t h a t  f o r e c a s t  and I t h i n k  Mike 
made t h e  p o i n t  e a r l i e r  t h a t  it cou ld  go t h e  o t h e r  way. But it i s  i n  
m a r g i n a l  terms a n  a r e a  of g r e a t  u n c e r t a i n t y  i n  t h i s  f o r e c a s t  p e r i o d .
And t h e  d i f f e r e n c e  between 0 and +20 o r  0 and - 2 0  i n  terms of t h e  k ind  
of growth r a t e s  we’re t a l k i n g  about  h e r e  i s  n o t  i n c o n s e q u e n t i a l .
Another  p o i n t  I ’ d  j u s t  ment ion about  t h e  f o r e c a s t - - s e v e r a l  peop le  have 
mentioned i t - - i s  t h e  s t a t e  and l o c a l  s e c t o r  i n  a c o n t e x t  i n  which t h e  
u n d e r l y i n g  t h r u s t  of  f i s c a l  p o l i c y  i s  p robab ly  on t h e  r e s t r i c t i v e  s i d e  
a s  w e l l .  The s t a t e  and l o c a l  [ d a t a ]  have a l l  k i n d s  of smoke and 
m i r r o r s  i n  them and i t ’ s  h a r d  t o  know what t h e  r e a l  p i c t u r e  i s .  But 
i t ’ s  h a r d  t o  d i s m i s s  t h e  p o s s i b i l i t y  t h a t  t h e r e  cou ld  be  a g r e a t e r  
measure of d i f f i c u l t y  t h e r e ,  e s p e c i a l l y  because  t h e s e  problems a r e  s o  
p e r v a s i v e .  The re  a r e  d a r n  f e w  s t a t e s  and c e r t a i n l y  f e w  major  c i t i e s  
t h a t  d o n ’ t  seem t o  have p r e t t y  h e f t y  f i s c a l  p roblems.  Again.  t h e  
smoke and m i r r o r s  makes it a l o t  h a r d e r  t o  judge  how d i f f i c u l t  t h a t  
may b e .  B u t ,  a s  I s a i d ,  I would a s s o c i a t e  myse l f  w i t h  t h o s e  who f e e l  
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t h e  r i s k s  i n  t h e  f o r e c a s t  p robab ly  a r e  more symmetr ic  t h a n  t h e y  were .  
i n  p a r t  because  of  t h e  changes  i n  p o l i c y  t h a t  have been made. 

On t h e  a n e c d o t a l  s i d e .  w e  c l e a r l y  h e a r  r e p o r t  a f t e r  r e p o r t  t o  
t h e  e f f e c t  t h a t  t h e  r e s i d e n t i a l  c o n s t r u c t i o n  market  i s  l o o k i n g  much 
b e t t e r .  I n  your  o l d  neck o f  t h e  woods o f  [ n o r t h e r n ]  New J e r s e y ,
Tommy, one of t h e  t h r i f t  peop le  was t e l l i n g  m e  t h e  o t h e r  day t h a t  i n  
t h e  f i r s t  t h r e e  months of t h e  y e a r  t h e  s t o c k  of e x i s t i n g  unso ld  houses  
i n  Summit was c u t  i n  h a l f .  T h a t ’ s  one l i t t l e  community, b u t  t h a t  
community i s  n o t  a t r i v i a l  p i e c e  of  t h e  p u z z l e  up t h e r e  i n  n o r t h e r n  
New J e r s e y .  The commercial  s i d e  i s  l o u s y .  And i n  t h e  i n d u s t r i a l  
s e c t o r ,  t h e  comments t h a t  I g e t  from b i g  manufac tu r ing  companies 
c o n t i n u e  t o  be  s o u r  a c r o s s  t h e  b o a r d .  O f  c o u r s e ,  a l o t  of t h e s e  guys 
a r e  s o u r  a l l  t h e  t i m e  s o  you d o n ’ t  t r y  t o  make [much] of t h a t .  But 
one comment you do g e t  from t h e s e  guys who a r e  s o u r  a l l  t h e  t i m e  i s  
t h a t  t h e r e  i s  a h i g h e r  s e n s e  of  a n x i e t y  abou t  t h e  o u t l o o k  f o r  t h e i r  
e x p o r t s  o v e r  t h e  n e x t  f o u r  t o  f i v e  q u a r t e r s .  

I t ’ s  a l s o  i m p o r t a n t  a t  t h i s  p o i n t  t o  n o t e - - a n d  s e v e r a l  people
have touched  on v a r i o u s  f a c e t s  o f  t h i s - - t h a t  w e  can  now see s e v e r a l  
a r e a s  i n  which some good t h i n g s  a r e  happening  t h a t  a r e  n o t  e n t i r e l y  
u n r e l a t e d  t o  t h e  k ind  of  p o l i c y  t h a t  we’ve been  f o l l o w i n g .  For 
example,  b a l a n c e  s h e e t  r e b u i l d i n g  even  i n  t h e  f a c e  of  t h e  d e c l i n e  i n  
t h e  s a v i n g  r a t e  i n  t h e  household s e c t o r  i s  making some r e a l  p r o g r e s s .
And what we’re beg inn ing  t o  s e e  i n  t h e  c o r p o r a t e  s e c t o r  i s  a l s o  
no tewor thy .  Indeed .  if you look  a t  some of t h e  t h i n g s  t h a t  were go ing  
on i n  t h e  second h a l f  of t h e  ’80s.  p a r t i c u l a r l y  f o r  t h e  companies t h a t  
a r e n ’ t  a l r e a d y  b a n k r u p t ,  t h i s  r e v e r s e  o f  t h e  o l d  phenomenon i s  not  
e n t i r e l y  i n c o n s e q u e n t i a l .  Taking a l o n g e r  v i ew,  I t h i n k  t h i s  b a l a n c e  
s h e e t  r e b u i l d i n g ,  wh i l e  it may temper  t h e  r e c o v e r y ,  cou ld  t u r n  o u t  t o  
be a v e r y  h e a l t h y  development f o r  t h e  i n t e r m e d i a t e  te rm even though i t  
may dampen t h i n g s  a b i t  i n  t h e  n e a r  term. Somebody ment ioned--Dick  
Syron ,  I g u e s s - - t h a t  r e s t r u c t u r i n g  i s  t a k i n g  many forms and i n c l u d e s  
s t a t e  and l o c a l  governments .  I t h i n k  t h a t  i s  now more t h a n  s t r a w s  i n  
t h e  wind and t h a t ’ s  beg inn ing  t o  pay o f f .  I ’ m  t r y i n g  t o  remember, 
Mike, when t h e  l a s t  t ime was t h a t  we had a 2 . 8  p e r c e n t  d e c l i n e  i n  GNP 
and a 1 p e r c e n t  r i s e  i n  p r o d u c t i v i t y ;  I ’ m  s u r e  it h a s  happened,  b u t  
n o t  v e r y  o f t e n .  And t h a t  i n  i t s e l f  may be symptomatic  of  some of  
t h o s e  t h i n g s .

A number of  peop le  have mentioned t h e  i n f l a t i o n  s i t u a t i o n ,  
and I have t o  s a y  t h a t  i n  t h i s  a r e a  t h e r e  h a s  been a change i n  my
t h i n k i n g .  For  t h e  f i r s t  t i m e  s i n c e  t h e  s o - c a l l e d  c o r e  i n f l a t i o n  r a t e  
p l a t e a u e d  a t  around 4 t o  4 - 1 1 2  p e r c e n t  i n  1 9 8 4 .  I t h i n k  w e  have a pop 
a t  p e n e t r a t i n g  t h a t  4 t o  4 - 1 1 2  p e r c e n t  c o r e  i n f l a t i o n  r a t e .  I ’ v e  
neve r  f e l t  t h a t  i n  t h i s  e n t i r e  p e r i o d .  Now, l i k e  Gary S t e r n .  I ’ m  n o t  
r eady  t o  b e t  t h e  ranch  on i t .  b u t  I do t h i n k  t h a t  t h e  i n f l a t i o n  
o u t l o o k  i s  d i s t i n c t l y  b e t t e r .  I s t i l l  have t o  w a i t  a l i t t l e  t o  s e e  i f  
we can  g e t  t h r o u g h  t h a t  t h r e s h o l d .  My hunch i s  if w e  c.,m g e t  t h rough  
i t ,  we might  have a r e a s o n a b l e  chance of s t a y i n g  th rough  i t .  

S o .  I t h i n k  t h e  o u t l o o k  i s  s t i l l  murky: t h e r e  a r e  p l e n t y  of  
u n c e r t a i n t i e s .  But on t h e  o t h e r  s i d e  of  t h e  c o i n ,  I can  s e e  i n  a 
number of  a r e a s  t h i n g s  t h a t  might bode w e l l  f o r  t h e  i n t e r m e d i a t e  t e r m .  

CHAIRMAN GREENSPAN. P r e s i d e n t  Melzer  

MR.  MELZER. I h a v e n ’ t  hea rd  much change i n  t h e  k ind  of 
a n e c d o t a l  i n f o r m a t i o n  we’ve been h e a r i n g  f o r  t h e  l a s t  coup le  of 
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months.  t hough  t h e r e  i s  a somewhat more p o s i t i v e  t o n e  t o  i t ,  w i t h  
s t r e n g t h  i n  t h e  obv ious  p l a c e s  b u t  no ev idence  i n  t h o s e  comments o f  
new a r e a s  o f  s t r e n g t h  and no new a r e a s  o f  conce rn .  One o t h e r  comment 
on t h e  a n e c d o t a l  s i d e  I would make i s  t h a t  J e r r y  mentioned t h e  s o u r  
comments f rom m a n u f a c t u r e r s  and I wonder- -and  i t ’ s  t o o  e a r l y  t o  t e l l  
now because  I s u s p e c t  t h e i r  o r d e r s  a r e  s t i l l  p r e t t y  l o u s y - - w h e t h e r
t h e y ’ r e  go ing  t o  be  e x p e c t i n g  t o o  much o u t  o f  t h i s  r e c o v e r y .  They may
be t h i n k i n g  of more t r a d i t i o n a l  r e c o v e r i e s .  My guess  i s  t h a t  i t ’ s  
s t i l l  go ing  t o  be  a v e r y  d i f f i c u l t  environment  i n  which t o  do 
b u s i n e s s .  On t h i s  p o i n t  I was amused t h a t  when Alan was i n  S t .  Louis  
a month ago we h e a r d  one manufac turer  who heads  up a v e r y  wel l -managed 
company f u s s i n g  abou t  t h e  margin p r e s s u r e s .  He s a i d  he h a d n ’ t  s e e n  
a n y t h i n g  t h i s  bad s i n c e  ’ 7 4 - ’ 7 5 .  But s u b s e q u e n t l y ,  hav ing  s e e n  t h e i r  
f i r s t - q u a r t e r  e a r n i n g s .  t h e r e  was a n o t h e r  i n c r e a s e - - m a y b e  a r e c o r d .  
S o ,  t h e r e  a r e  some peop le  who l i k e  t o  t e l l  us how tough it i s .  

A s  f o r  t h e  numbers t h e m s e l v e s ,  a s  was no ted  b e f o r e ,  t h e  
p o s i t i v e  i n f o r m a t i o n  w e ’ r e  r e c e i v i n g  i s  most ly  a n e c d o t a l  and it i s n ’ t  
t h e r e  i n  t h e  numbers.  I n  our  D i s t r i c t  i t ’ s  s t a r t i n g  t o  show up i n  t h e  
numbers t h r o u g h  t h e  f i r s t  q u a r t e r .  We a c t u a l l y  had n o n a g r i c u l t u r a l
employment growth a t  a b o u t - - n o t  q u i t e - - a  1 . 5  p e r c e n t  annua l  r a t e .  
Manufac tur ing  i s  s t i l l  weak: t h a t ’ s  p r i m a r i l y  i n  t r a n s p o r t a t i o n ,  a u t o s  
and a i r c r a f t .  And i n  nonmanufactur ing and s e r v i c e s .  t h e r e  was 
s t r e n g t h  a c r o s s  t h e  board  w i t h  most of t h e  c o n t r i b u t i o n  b e i n g  from 
who lesa l e  and r e t a i l  t r a d e  and s e r v i c e s .  We a l s o  had growth i n  t h e  
c o n s t r u c t i o n  s e c t o r .  The p r e v i o u s  f o u r  q u a r t e r s  a l l  had d e c l i n e s ,  s o  
t h i s  was t h e  f i r s t  p o s i t i v e  q u a r t e r  i n  n o n r e s i d e n t i a l  c o n s t r u c t i o n  
c o n t r a c t s  i n  o v e r  a y e a r .  

On a b r o a d e r  b a s i s ,  one comment I want t o  make i s  on t h i s  
i n f l a t i o n  q u e s t i o n .  I ’ m  somewhat t r o u b l e d  t h e  more I h e a r  comments 
about  and s e e  i n  t h e  p r e s s  good r e p o r t e d  i n f l a t i o n  numbers. When I 
say  i n  t h e  p r e s s ,  I mean comments from market o b s e r v e r s - - 1  d o n ’ t  
a s s o c i a t e  t h i s  w i t h  what J e r r y  was s a y i n g  b e f o r e  abou t  b e t t e r  r e p o r t e d  
p r i c e  numbers i n  t h e  s h o r t  r u n - - t h a t  somehow t h a t  g i v e s  p o l i c y  room t o  
move. I have  two r e a c t i o n s  t o  t h a t .  One i s  t h a t  I t h i n k  t h e  numbers 
we’ re  s e e i n g  now a r e  t h e  r e s u l t  of a c t i o n s  t a k e n  many months a g o ,  if 
not  y e a r s  ago .  And i n  t h a t  s e n s e  I d o n ’ t  t h i n k  t h e y  j u s t i f y  any
a c t i o n  on o u r  p a r t  i n  t h e  s h o r t  run  i f  p o l i c y  i s  i n  t h e  p rope r  
p o s i t i o n .  The second a s p e c t  of t h a t ,  and t h e  more i m p o r t a n t ,  i s  t h a t  
t h e s e  a r e  d e c l i n e s  f rom unaccep tab ly  h i g h  l e v e l s  t o  somewhat lower b u t  
I t h i n k  i n  a l o n g e r - t e r m  c o n t e x t  s t i l l  unaccep tab ly  h i g h  l e v e l s .  What 
I ’ m  s a y i n g  i s  t h a t  i f  t h e  p o l i c i e s  we’ve put  i n  p l a c e  ove r  a l o n g  
p e r i o d  of t i m e  a r e  working ,  we’re  go ing  t o  go t h r o u g h  a f a i r l y  l o n g
p e r i o d  where w e ’ r e  go ing  t o  s e e  b e t t e r  p r i c e  numbers ,  b u t  t h a t  i n  and 
of  i t s e l f  s h o u l d n ’ t  b e  a j u s t i f i c a t i o n  f o r  e a s i n g .  There  i s  t h i s  
r a t h e r  s imple-minded concept  sometimes i n  t h e  f i n a n c i a l  marke t s  t h a t  
somehow t h a t  g i v e s  t h e  Fed room t o  e a s e  and I j u s t  d o n ’ t  buy i t .  

CHAIRMAN GREENSPAN. Governor Angel1 

MR. ANGELL. There  a r e  indeed  mixed s i g n s  o u t  t h e r e .  But I 
t h i n k  w e  shou ld  n o t e  t h a t  t h e  t h r e e  major  f o r c e s  t h a t  t o o k  us i n t o  a 
downturn a r e  no l o n g e r  t h e r e .  We no l o n g e r  have any e n e r g y f o i l  p r i c e  
e s c a l a t i o n  t h a t  i s  e a t i n g  up p u r c h a s i n g  power: most of t h a t  p r i c e
i n c r e a s e  i s  now o u t  of t h e  sys tem,  a s  we’ve s e e n .  The hous ing  p r i c e
s i t u a t i o n ,  whether  i t ’ s  d e f l a t i o n  o f  d i s i n f l a t i o n ,  has  changed:
whatever  it i s  h a s  slowed down. We’re i n  an environment  i n  which we 
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have improved a f f o r d a b i l i t y  of  h o u s i n g ,  and I t h i n k  t h a t  go ing  from a 
minus t o  a p l u s  i s  a r a t h e r  s i g n i f i c a n t  f a c t o r .  And we’ re  a l r e a d y
s e e i n g  what i s  happening  i n  r e g a r d  t o  t h e  a u t o s - - a t  l e a s t  t h e  
i n v e n t o r y  a d j u s t m e n t s  t h a t  a l r e a d y  a r e  t h e r e .  That  l e a v e s  u s ,  t h e n ,  
w i t h  [a q u e s t i o n  o f ]  what it might  be t h a t  would t a k e  t h e  economy
a n o t h e r  l e g  down. And I f r a n k l y  do n o t  b e l i e v e  t h a t  t h e  r i s k s  of  t h a t  
happening a r e  symmet r i ca l .  I suppose it c e r t a i n l y  i s  t r u e  t h a t  i f  n e t  
e x p o r t s  were t o  f a l t e r .  hav ing  been a s  s t r o n g  a s  t h e y ’ v e  been ,  t h a t  
would be  an o f f s e t  t o  some of t h e s e  o t h e r  a r e a s  o f  improvement.  But 
i t  seems t o  me r a t h e r  u n l i k e l y  t h a t  we’d g e t  t h a t  much movement i n  n e t  
e x p o r t s  w i t h  t h e  t i m e  l a g s  t h a t  g e n e r a l l y  e x i s t  i n  t h e  n e t  e x p o r t  
s e c t o r .  Now, I t h i n k  we  should  n o t e  t h a t  bond s u p p l y  always t e n d s  t o  
i n c r e a s e  d u r i n g  a p e r i o d s  o f  downturn,  which impac t s  government 
r evenues .  But what happens t o  t h e  f i n a n c i a l  marke t s  i s  t h a t  l o a n  
demand g e n e r a l l y  f a l l s  o f f  a s  much; s o  d u r i n g  most r e c e s s i o n s  we g e t  a 
t y p i c a l  downward movement of l o n g - t e r m  i n t e r e s t  r a t e s  t h a t  exceeds  
what we’ve had t h i s  t i m e .  We can do a l l  t h e  t a l k i n g  w e  want about  why 
it i s  t h a t  t h e  f i n a n c i a l  marke t s  do n o t  s e e  t h e  improvement t h a t  we 
s e e ;  and y e t  t h e r e  a r e  peop le  who a r e  making b e t s  w i t h  r e a l  money and 
I d o n ’ t  t h i n k  t h e y  have any r eason  t o  want t o  be  b i a s e d .  A s  l o n g  a s  
we m a i n t a i n  money growth above t h e  [bot tom o f  t h e  r anges ]  t h a t  we have 
a d o p t e d - - a n d  c e r t a i n l y  we’ve ma in ta ined  it around t h e  m i d p o i n t - - i t
would be  conduc ive .  it seems t o  m e .  t o  a n  i n c r e a s e  i n  nominal G N P .  if 
n o t  q u i t e  a s  r o b u s t  a s  you have i t ,  Mike. N e v e r t h e l e s s ,  I would 
expec t  nominal  GNP t o  i n c r e a s e  r a p i d l y  enough t h a t  t h i s  improvement i n  
i n f l a t i o n  t h a t  everyone  i s  a n t i c i p a t i n g  t h e r e b y  p r o v i d e s  t h a t  k ind  of 
growth.  I t  may v e r y  w e l l  be  t i m e  f o r  us  t o  be p a t i e n t  w i th  r e g a r d  t o  
be ing  w i l l i n g  f o r  t h a t  phenomenon t o  t a k e  p l a c e .  What i s  wrong w i t h  
nominal GNP growing 1 p e r c e n t  less  t h a n  we have p r o j e c t e d  i f  t h a t  
means t h a t  we’re going  t o  make t h a t  much more p r o g r e s s  on p r i c e
s t a b i l i t y ?  When t h e  bond market  r e a l l y  s e e s  t h a t  [ p r o g r e s s ] .  t h e n  I 
t h i n k  w e ’ l l  g e t  t h e  a d d i t i o n a l  s t i m u l u s  t h a t  w i l l  come from a normal 
c y c l i c a l  d e c l i n e  of l o n g - t e r m  i n t e r e s t  r a t e s .  Tha t  has  n o t  happened
i n  t h i s  c y c l e .  

CHAIRMAN GREENSPAN. P r e s i d e n t  Hoskins .  

MR. HOSKINS. Not a l o t  has  changed around t h e  D i s t r i c t  s i n c e  
t h e  l a s t  m e e t i n g .  There  h a s  been no d r a s t i c  d r o p - o f f  i n  anybody’s
o r d e r  book t h a t  I can f i n d  and no d r a s t i c  i n c r e a s e  e i t h e r .  R e a l l y .  
ve ry  l i t t l e  h a s  changed.  We’re runn ing  a t  an unemployment r a t e  
somewhat h i g h e r  t h a n  t h e  n a t i o n .  And t h e  same comments t h a t  o t h e r s  
had a6out  pess imism a p p l y  t o  t h e  D i s t r i c t .  

I n  terms o f  t h e  n a t i o n a l  o u t l o o k ,  I have some d i s c o m f o r t  
perhaps  even w i t h  t h e  way we s t r u c t u r e  t h e  mee t ing .  We t a l k  i n  t h e s e  
mee t ings  abou t  t h e  f o r e c a s t  a s  i f  i t ’ s  something t h a t  we can c o n t r o l ;  
we can  c o n t r o l  t h e  f o r e c a s t  b u t  n o t  t h e  outcome v e r y  w e l l .  There  a r e  
a number o f  r e a l  e v e n t s  t h a t  w e  s imply  a r e  unab le  t o  a n t i c i p a t e  t h a t  
w i l l  change t h e  a c t u a l  outcome from t h e  f o r e c a s t .  So .  we a lmost  s e t  
it up i n  some s e n s e  t o  l e a d  us toward more o f  a f i n e - t u n i n g  approach 
t h a n  I t h i n k  i s  war ran ted  by t h e  knowledge t h a t  w e  have a s  
pol icymakers  o r  a s  economis t s .  That  l e a d s  me back t o  Tom Melze r ’ s  and 
Wayne A n g e l l ’ s  comments i n  terms of  what w e  ought  t o  be t h i n k i n g  about  
i n  t h e  f u t u r e .  and t h a t  i s  n o t  t o  be making t r a d e o f f s  f o r  i n f l a t i o n  
and employment. I t  seems t o  me t h a t  t h a t ’ s  n o t h i n g  b u t  a p o t e n t i a l
problem f o r  u s .  Because t h e  i n f l a t i o n  r a t e  i s  low by t h e  s t a n d a r d s  o f  
r e c e n t  h i s t o r y  t h a t  i s  no r eason  not  t o  c o n t i n u e  t o  p r e s s  forward  wi th  
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what I think is rhe right thing for a central bank to do, which is to 
eliminate inflation. We can look at long-term interest rates all we 
want but there’s not much we can do about them unless we get rid of 
the uncertainty about inflation. And the way to do that is to have a 
credible and predictable policy. I think at this point the Federal 
Reserve’s credibility will be tested and it’s very important for us 
not to err in that test. I’ll save the rest of my comments for the 
[policy discussion] . 

CHAIRMAN GREENSPAN. Governor LaWare. 


MR. LAWARE. Mr. Chairman, I have been very disappointed in 
the fact that a rather aggressive pattern of moves toward ease over 
the past several months has not really resulted in much more stimulus 
to the economy than the refinancing of existing debt. That leads me 
to the conclusion that perhaps we have a somewhat different kind of 
phenomenon here. namely that we have a real crisis of confidence that 
doesn’t necessarily get cured by repeated signals of monetary ease. 
guess I’m convinced that the number of things that are acting against
renewal of confidence in the economy is very significant. First of 
all. we have genuine concerns about the health and the future of the 
banking system, which I think are very widespread. We have corporate
profits that are very disappointing. We have a very heavy debt burden 
remaining for consumers, for businesses, and for governments--to the 
extent that the fiscal problems of state and municipal governments
really have taken away their ability to have any stimulating effect on 
the economy. In fact. there’s an overhang of apprehension on the part
of both businesses and consumers that these problems of state and 
local governments can only result in higher taxes or reduced services 
or a combination of both. We have press reports of layoffs and 
restructurings and bankruptcies: we have lackluster performance in new 
orders that certainly has damped business enthusiasm for expansion.
And the stubborn resistance of long rates to respond to lower rates on 
the short end is a reflection, I think, of inflationary expectations 
on the part of the public. I believe that. until confidence picks up
in some fashion. the economy is likely to remain sluggish. Therefore. 
that leads me to conclude that the risks in the forecast really
continue to be on the down side. But for the life of me I don’t have 
a good solution as to how to stimulate that recovery in confidence. 

CHAIRMAN GREENSPAN. Governor Mullins. 


MR. MULLINS. I’m hopeful that the economy is pretty much on 
track for bottoming out this summer or in the third quarter. The 
evidence does suggest that it is contracting at a slower pace. We see 
that in the industrial production numbers, employment data. the 
purchasing managers’ report, and maybe even in the retail sales 
numbers. There continue to be things that bother me. Paralleling
what Mike did, I have a list of moderating influences on the strength
of the upturn: it started out with only the debt overhang and 
commercial real estate as the two factors. I’ve added financial 
fragility--althoughmaybe I can retire that one--higherunemployment, 
state and local government problems. the higher dollar, weaker foreign
economies, and now some inventory concerns in some sectors. So,  the 
weight of these moderating influences is becoming a bit heavier. 

It also seems to me that the Greenbook story this time in May 

versus March is a little less satisfying: it may be more accurate. 


I 
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But it is unlike the old story. which had a starring role for the 
consumer to lead us out of the recession--propelled by increases in 
real income as oil prices dropped. a wealth effect out of the increase 
in stock prices, and a rebound in consumer confidence. It has been 
four months since the market rebounded, four months since oil prices
collapsed to pre-war levels. and two-and-a-halfmonths since consumer 
confidence rebounded. And now in the May Greenbook we’re projecting 
consumer spending to grow not nearly so fast as we were projecting it 
in the March Greenbook. Obviously. consumer spending grew a bit 
faster in the first quarter. The saving rate remained low but 
personal income didn’t grow. Governor Angel1 asked what will take the 
economy a leg down: I guess I’m wondering what will take it a leg up.
I wonder if there’s enough impetus in this new story to get us moving.
In the new recovery script. the consumer takes a less prominent role 
and we project these three factors to lead to the recovery:
homebuilding. inventory accumulation. and capital spending. It seems 
to me that each one is promising and each one has some question marks. 

There’s every reason to be optimistic that the housing

rebound is real. The issue remains that of translating housing sales 

into housing construction. I think there’s reason to be optimistic

when one sees the volume of debt and equity issues by commercial banks 

bolstering their capital positions. It is clear that banks are going 

to apply higher standards in lending to homebuilders. but maybe with 

improved capital conditions they will not extinguish the housing 

upturn. I’d say there are still some questions, though, on the 

translation of the home sales into homebuilding. 


On inventory accumulation. I wonder how much we’re going to 

get out of this. Companies either have moved or are in the process of 

moving to a fundamentally different philosophy of inventory 

management: they now have improved information technology to implement 

a philosophy involving very tight management of inventories. I think 

businesses will seek to maintain very lean inventories when the 

economy turns up. There has to be some contribution from inventory

accumulation when they stop cutting inventories, but even when there’s 

a little wind in the sails from some other source, I wonder how much 

contribution we’re going to see out of inventories. 


I feel about the same with respect to capital spending. I 

see little in the orders data to suggest optimism or little from 

talking to the sour executives that Vice Chairman Corrigan talks with. 

I think we’re more likely to see capital spending in response to a 

recovery lag the recovery rather than lead it or be coincident with 

it. It is encouraging to see the volume of stock and long-term debt 

issues by corporations. Most of that, though, is going into shoring 

up balance sheets, which is a good thing; not much of it is getting

through to capital spending. Still, the availability of ample long-

term funds on good terms should encourage some capital spending for 

the competitiveness reasons that Mike alluded to, or at least limit 

the decline in capital spending. I tend to think we’ll have to see a 

pickup in demand first before we see much [impetus from] capital

spending. 


So, it does seem to me that the story is a little less 
convincing than last time. I have a little less confidence in the 
upturn since we have no reliable lead actor to replace the consumer. 
Again. it may be more accurate. but it’s not quite as simple a story 
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And I think waiting around while the consumer flunked his screen test 

for this recovery may be one of the reasons why there is some 

increased gloominess, at least in the business community. It may be 

just the executives of large companies that Governor Seger mentioned 

at lunch on whom the international situation--thehigher dollar and 

weaker foreign economies--ishaving an impact. I think there 

continues to be the worry that as we wait around for this [upturn]

there will be some atrophy in consumer confidence as it retreats 

toward the real numbers rather than spending rising to meet 

confidence. The discount rate move a couple of weeks ago was useful 

in injecting a little optimism into the picture and in demonstrating

that the Federal Reserve is still in the game. And I think 

precipitating the prime rate reduction was a help. Still, when I look 

at the markets. I’m pretty reassured. The markets still seem in 

pretty good shape. although they may be down a bit. And they 

represent not only a forecast of recovery but a contributor to it--not 

only with the elusive wealth effect but also, as Jerry mentioned, we 

see them freeing up debt capacity, including short-term debt capacity.

That means companies will be in good shape to respond to increased 

demand. should that demand ever arise. 


We’ve also absorbed a fair amount of bad news in the market: 
another round of bank insurance fund bad news and some insurance 
company bad news among those companies that specialize in high-yield
bonds. There continues to be some skittishness in the long-term bond 
market. It made some progress and then drifted back some, although it 
is still off a bit, obviously. from the peak of over 9 percent in the 
fall. I tend to think that if you invest in 30-year bonds, you need 
some real convincing on the inflation side. The people who bought 3 0 -
year bonds in 1965 at 4 percent own them today or were fired and the 
new portfolio manager owns them. So. it’s not surprising that after 
seven years of core inflation at 4-112 percent it will take some time. 

I agree with the sentiments expressed that we have the 

potential for substantial progress in reducing core inflation and that 

we should be careful on that front. There has been some deceleration 

in the monetary aggregates. which Don was talking about. Some of that 

was warranted to bring them more in the middle of the ranges. When I 

look at the interest-sensitive components of MZ--moneymarket deposit 

accounts and savings accounts--theyare still growing at a very rapid

clip and, if anything, at a too rapid clip. Of course. time deposits

have been dead in the water ever since I’ve been here. The 

deceleration in M1 is accounted for by currency and demand deposits

and there are plausible explanations--specialfactors associated with 

April. I don’t see at this stage a serious risk of M2 growth

decelerating to an unacceptably slow rate, but in this environment we 

ought to keep that in mind just as we should the other side as well. 

We still have a good bit of stimulus in the pipeline. We see its 

effects in the buoyancy of markets and the rebound of residential 

housing. And as the prime rate has been reduced. I think we may see 

it more broadly. 


Overall, I guess I’m a little more concerned than last time 

about the path of the real economy: I swallowed the March Greenbook 

whole and this one is a little less digestible. However. the markets 

look pretty good and I think the policy looks pretty good. despite my

queasiness. This is probably a time for patience, but it’s also a 

time for vigilance as well. I think we should stand prepared to keep 
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t h i n g s  moving i n  t h e  r i g h t  d i r e c t i o n  i f  n e c e s s a r y .  The l e n g t h e n i n g  
l i s t  of  modera t ing  i n f l u e n c e s - - t h e  reduced f o r e c a s t  o f  consumer 
s p e n d i n g ,  somewhat s lower  M2 g r o w t h - - s u g g e s t  t o  me l e s s  r i s k  of an 
ove r shoo t  i n  t h e  c u r r e n t  env i ronmen t .  And t h e  c u r r e n t  environment  
reminds me o f  a s a i l i n g  ana logy :  When y o u ’ r e  s a i l i n g  and you t r y  t o  
t a c k ,  which means t o  t u r n  i n  a v e r y  l i g h t  wind, what you do i s  push
t h e  t i l l e r  ove r  t o  t h e  o t h e r  s i d e  o f  t h e  boa t  and you shou t  a s  
c o n f i d e n t l y  a s  you can  “ h a r d - a - l e e , ’ ’  which means “ w e  a r e  t u r n i n g . ”
Then you w a i t  and w a i t  and hope a l i t t l e  p u f f  of  wind comes a l o n g  and 
g r a b s  t h e  s a i l s  and moves you o f f  i n  t h e  r i g h t  d i r e c t i o n .  I t h i n k  we 
have pushed t h e  t i l l e r  and w e  a r e  i n  t h e  w a i t i n g  phase .  The o n l y  
r eason  I h e s i t a t e  t o  u s e  t h e  s a i l i n g  ana logy  i s  t h a t  I ’ m  a n o t o r i o u s l y  
poor  s a i l o r  and ,  when I t r y  t o  t a c k  i n  l i g h t  wind,  abou t  h a l f  t h e  t i m e  
I end up dead i n  t h e  wa te r  d r i f t i n g  backward. But we have a much more 
expe r i enced  crew on t h i s  s h i p ,  I ’ m  s u r e !  

V I C E  CHAIRMAN CORRIGAN. Want t o  make a b e t ?  

CHAIRMAN GREENSPAN. Governor Ke l l ey  

MR. KELLY. Well, Normand. w i l l  you p l e a s e  make a n o t e  f o r  
t h e  nex t  mee t ing  t h a t  whenever Governor Mul l in s  s i g n a l s  he wants  t o  
s p e a k ,  pu t  me down immedia te ly  ahead o f  him! 

T h e r e ’ s  i s n ’ t  much l e f t  t o  s a y .  Mr. Chairman. A s  I r ead  t h e  
s t a t i s t i c s  t h a t  a r e  a v a i l a b l e  t o  u s .  and more p a r t i c u l a r l y  a s  I l i s t e n  
t o  t h e  r e p o r t s  from t h e  D i s t r i c t s .  it may w e l l  be  t h a t  t h e  bot tom and 
t h e  r ecove ry  a r e  a t  hand ,  b u t  t h e y  s u r e  a r e n ’ t  i n  hand. I ’ m  c o n f i d e n t  
t h a t  t h e y  w i l l  be and t h a t  w e  a r e  r e a c h i n g  t h e  bot tom. I ’ m  n o t  t h a t  
c o n f i d e n t  abou t  t h e  o u t l o o k  t h e r e a f t e r .  I ’ m  n o t  s u r e  what k ind  o f  
s t r e n g t h  we’ re  go ing  t o  g e t  o u t  of a r ecove ry  o r  how s u s t a i n a b l e  i t ’ s  
go ing  t o  b e .  I d o n ’ t  t h i n k  t h o s e  a r e  s u r e  t h i n g s .  I c o n t i n u e  t o  have 
c o n s i d e r a b l e  concern  about  t h e  d r a g  t h a t ’ s  go ing  t o  be p r e s e n t  w i t h  us 
f o r  a w h i l e  from b a l a n c e  s h e e t s .  I ’ m  s u r e  J e r r y  i s  c o r r e c t  t h a t  
b a l a n c e  s h e e t s  a r e  beg inn ing  t o  r e c o v e r  bo th  a t  t h e  household and t h e  
c o r p o r a t e  l e v e l .  But I a l s o  wonder i f  t h a t  d o e s n ’ t  have a l o n g  way t o  
run  y e t .  And I wonder. a s  t h a t  p r o c e s s  does run  i t s  c o u r s e ,  what t h e  
i m p l i c a t i o n s  a r e  more b r o a d l y .  I d o n ’ t  s e e  where our r e a l  s t r e n g t h  i s  
go ing  t o  a r i s e  f rom. There a r e  some good s t r a w s  i n  t h e  wind b u t  none 
o f  them l o o k  t o  me a s  if t h e y ’ r e  o f  t h e  n a t u r e  t h a t  t h e y  have t h e  
s t r e n g t h  t o  push o r  t h a t  we can  b e  v e r y  c o n f i d e n t  a s  t o  t h e i r  
s u s t a i n a b i l i t y .  The e x c e p t i o n  t o  t h a t  i s  probably  t h e  i n f l a t i o n  
o u t l o o k ,  which I t h i n k  ought  t o  h e l p  i n  a l o t  o f  ways t h a t  a r e  b o t h  
v i s i b l e  and i n v i s i b l e .  And. of c o u r s e ,  t h e r e  i s  a n a t u r a l  buoyancy t o  
t h i s  economy t h a t ,  a s  Mike and o t h e r s  have p o i n t e d  o u t .  u s u a l l y  l e a d s  
t o  b e t t e r  r e s u l t s  t h a n  one can  see a t  any g iven  p o i n t  i n  t ime.  But I 
c o n t i n u e  t o  t h i n k  t h a t  pe rhaps  t h e  r i s k s  a r e  n o t  y e t  symmetr ic .  For 
t h e  s h o r t  term a t  l e a s t ,  t h e y  do seem t o  me t o  c o n t i n u e  t o  be on t h e  
down s i d e .  Confidence i s  t h e  b i g g e s t  f r a g i l i t y  I s e e .  A s  John  LaWare 
s a i d  j u s t  a moment ago and a s  Ed Boehne s a i d  e a r l i e r :  If conf idence  
d o e s n ’ t  c o n t i n u e  t o  improve and b e g i n s  t o  d e t e r i o r a t e ,  it cou ld  l e a d  
t o  some p o t e n t i a l  r e a l  problems down t h e  road .  But a s  f a r  a s  our  work 
g o e s ,  I do t h i n k  t h a t  p o l i c y  h a s  p rov ided  us w i t h  a good d e a l  of 
i n s u r a n c e  a g a i n s t  t h e s e  gloomy p o s s i b i l i t i e s .  I t  seems t o  m e  from a 
p o l i c y  s t a n d p o i n t  t h a t  i t ’ s  a t ime t o  w a i t  and s e e  how t h i n g s  deve lop .  

CHAIRMAN GREENSPAN. Thank you ve ry  much. L e t ’ s  b r e a k  now 
f o r  c o f f e e .  
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[Coffee  b r e a k ]  

MR.  KOHN.  [ S t a t e m e n t - - s e e  Appendix.]  

CHAIRMAN GREENSPAN. Thank you.  Are t h e r e  q u e s t i o n s  f o r  Don? 
If n o t ,  l e t  me g e t  s t a r t e d  w i t h  a n  a n e c d o t e  t h a t  I was c o n f r o n t e d  w i t h  
a t  t h e  mee t ing  of t h e  Bus iness  Counc i l  l a s t  S a t u r d a y .  They had me on 
a p a n e l  on S a t u r d a y  morning w i t h  t h e  Chairmen o f  IBM, Penney,  Morgan
Guaran ty ,  Chemical ,  and Monsanto. And a g loomier  set  o f  f o r e c a s t s  you
w i l l  s c a r c e l y  h e a r .  I t  makes t h e  most dour  view o f  t h i s  a f t e r n o o n  
[ t h a t  o f ]  a r a v i n g  o p t i m i s t .  A t  t h e  end of  t h e  d i s c u s s i o n ,  it f i n a l l y  
got  t o  me. They a l l  looked  a t  m e  a s  i f  t o  s a y :  "Well .  what a r e  you
go ing  t o  do about  t h i s ? "  And I t u r n e d  t o  t h e  aud ience  and s a i d  "Th i s  
sounds  t h e  way it always sounds r i g h t  a t  t h e  bot tom of t h e  b u s i n e s s  
c y c l e . "  And t h e  t r u t h  o f  t h e  m a t t e r  i s ,  i t  d i d .  Now, t h a t  i s  n o t  t h e  
same t h i n g  a s  s a y i n g  t h a t  i f  t h a t ' s  what i t  sounded l i k e ,  t h e r e f o r e ,  
it i s  t h e  bot tom o f  t h e  b u s i n e s s  c y c l e !  But i t  i s  t r u e  t h a t  when t h e  
economy i s  a t  t h e  bottom of  t h e  b u s i n e s s  c y c l e  t h a t  i s  what i t  sounds 
l i k e .  

I n  a s e n s e  I t h i n k  t h e  e v i d e n c e  i s  ve ry  c l e a r l y  f a l l i n g
g r a d u a l l y  i n t o  p l a c e  i n  t h a t  r e s p e c t .  The problem t h a t  we ' re  hav ing
i n  e v a l u a t i n g  i t  i s  i n  p a r t  t h e  consequence o f  two t h i n g s  t h a t  have 
o c c u r r e d ,  and t h e y  have been mentioned p r e v i o u s l y .  One i s  t h e  
s t r u c t u r a l  change i n  i n v e n t o r y  p o l i c y ,  which h a s  l i m i t e d  t h e  e x t e n t  
t h a t  i n v e n t o r y  accumula t ion  i s  fo l lowed  by mass ive  l i q u i d a t i o n ,  w i t h  
p r o d u c t i o n  l e v e l s  s u b s t a n t i a l l y  under  consumption l e v e l s .  The t o t a l  
sys t em f i n a l l y  d r a i n s  o u t  and pops back .  The second i s  t h e  i s s u e  t h a t  
Don was r a i s i n g :  namely, t h a t  a s  f a r  a s  monetary p o l i c y  and t h e  
c r e d i t  a g g r e g a t e s  a r e  conce rned ,  we d i d n ' t  have  t h e  c o u n t e r p a r t  t o  t h e  
t i g h t e n i n g  a s  t h e  economy s i n c e  t h e  peak [ t u r n e d ]  i n t o  t h e  b reak .  t h e  
l i q u i d a t i o n ,  and t h e  r e v e r s a l .  What w e ' r e  s e e i n g  a t  t h i s  s t a g e  i s  a 
f a r  s lower  [ t h a n  u s u s a l  p r o c e s s  o f  a d j u s t m e n t ] ,  where i n  e f f e c t  t h e  
c o n t r a c t i o n  f o l l o w s  t h e  v e r y  heavy and e x c e s s i v e  deb t  c r e a t i o n  of t h e  
1 9 8 6 - 8 7  p e r i o d ,  t h e  subsequen t  g r a d u a l  r e t r enchmen t  of  deb t  growth and 
M2 g rowth ,  and b a s i c a l l y .  d e l e v e r a g i n g  b e g i n n i n g  t o  o c c u r ,  a r r i v i n g  a t  
a p o i n t  where I g a t h e r  we  had r e c o r d  e q u i t y  i s s u a n c e  i n  A p r i l .  And 
t h e  e f f e c t s  of t h i s  a r e  v e r y  obv ious .  We're s e e i n g  t h a t  t h e  q u a l i t y  
of b a l a n c e  s h e e t s ,  a s  Mr. Cor r igan  p o i n t s  o u t .  i s  improved. D e s p i t e
t h e  f a c t  t h a t  t h e  banking  s e c t o r  i s  s t i l l  f r a g i l e ,  t h e r e  i s  no 
q u e s t i o n  t h a t  t h e  d i f f e r e n c e  between t h e  banking  s e c t o r  t oday  and t h e  
banking  s e c t o r  s i x  months ago i s  r e a l l y  q u i t e  s t a r k .  The s t r u c t u r a l  
weaknesses  t h a t  we saw back t h e n  and t h e  y i e l d  s p r e a d s  and t h e  
d i f f i c u l t i e s  t o  borrow r e l a t i v e  t o  what we have t o d a y  I t h i n k  i n d i c a t e  
t h a t  we have a much sounder  [banking]  sys tem now. 

I t h i n k  t h e  i n f l a t i o n  numbers a t  t h i s  s t a g e  a r e  r e a l l y  
c r e d i b l e .  If  you look  a t  them i n  d e t a i l .  if you look  a t  them i n  a n  
h i s t o r i c a l  c o n t e x t  and i n  an o v e r a l l  c r e d i t  s e n s e ,  u n l e s s  i n f l a t i o n  
has  ceased  t o  become a monetary phenomenon. someth ing  fundamental  i s  
happen ing .  And I t h i n k  i t  i s  ex t r eme ly  u n l i k e l y  t o  r e v e r s e .  We're 
p i c k i n g  up t h e  b e n e f i t s  of  s e v e r a l  y e a r s  of  f a i r l y  s u b s t a n t i a l  
improvement i n  a l l  r e l a t i o n s h i p s  of  money. d e b t .  and p r i c e s .  But i n  
t h a t  c o n t e x t  I t h i n k  monetary p o l i c y  g r a d u a l l y  de fused  t h e  ove rhea ted  
economy and slowed it down t o  a p o i n t  t h a t  i n  e f f e c t  what I was 
h e a r i n g  a t  t h e  Bus iness  Counci l  was n o t  t h a t  t h e i r  o r d e r s  were 
d e t e r i o r a t i n g  b u t  t h a t  t h e y  were a b s o l u t e l y  d e a d .  Nothing was moving:
e v e r y t h i n g  was j u s t  a b s o l u t e l y  f r o z e n .  The o n l y  problem w i t h  t h a t  i s  
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t h a t  it a p p e a r s ,  u n l e s s  o u r  d a t a  a r e  j u s t  a l l  wrong, t o  be  a l l e g e d l y
f r e e z i n g  a t  a p o i n t  i n  which p r o d u c t i o n .  f o r t u n a t e l y .  i s  w e l l  below 
consumption l e v e l s .  And t h a t  has  t o  run  o u t .  I t ' s  n o t  a q u e s t i o n  o f  
an i n v e n t o r y  p ickup:  i t ' s  b a s i c a l l y  t h e  end o f  i n v e n t o r y  l i q u i d a t i o n ,
which h a s  been t h e  c l a s s i c  e lement  t o  t u r n  a round t h e  economy i n  e v e r y
pickup a f t e r  r e c e s s i o n  t h a t  we've s e e n  i n  t h e  p o s t  World War I 1  p e r i o d
and I ' m  s u r e  e a r l i e r .  So .  when somebody s a y s  "What 's  t h e  s p a r k ?  
What 's  go ing  t o  move us?" t h e  i m p l i c a t i o n  i s  t h a t  e v e r y t h i n g  i s  i n  
b a l a n c e .  The problem a t  t h i s  s t a g e  i s  t h a t  i t ' s  n o t  i n  b a l a n c e .  
Unless  t h e  d a t a  a r e  a l l  j u s t  wrong, we a r e  undergoing  a r a t e  o f  
l i q u i d a t i o n  a t  t h i s  p a r t i c u l a r  s t a g e .  d e s p i t e  t h e  f a c t  t h a t  we have 
t h i s  s t r u c t u r a l  change [ i n  i n v e n t o r y  management]. t h a t  cannot  p e r s i s t  
v e r y  much l o n g e r  because  b u s i n e s s e s  a r e  runn ing  o u t  of  s t o c k s .  And a t  
t h a t  p o i n t  p r o d u c t i o n  beg ins  t o  move, r e a l  income b e g i n s  t o  move- - the  
c l a s s i c  Keynesian s t u f f .  t o  whatever  e x t e n t  it works- -and  t h a t ' s  when 
it works.  We g e t  t h e  m u l t i p l i e r s  working and t h e  whole economy b e g i n s  
t o  move. The problem i s  t h a t  i t ' s  happening  v e r y  s l o w l y .  

I t h i n k  John LaWare r a i s e d  t h e  r e l e v a n t  q u e s t i o n  h e r e .  T h i s  
i s  a c o n f i d e n c e  i s s u e .  We can  s i t  a t  t h i s  l e v e l  f o r  q u i t e  a wh i l e  and 
e v e n t u a l l y  everyone w i l l  g e t  d i scouraged  and p u l l  t h e  p lug  on t h e  
c a p i t a l  goods marke t .  Even though t h e  c a p i t a l  goods marke t s  have come 
i n  below o u r  f o r e c a s t ,  it does  n o t  appea r  from t a l k i n g  t o  a l o t  of 
peop le  t h a t  what we a r e  s e e i n g  a r e  c a n c e l l a t i o n s  and major
c o n t r a c t i o n s .  What w e ' r e  s e e i n g  fundamen ta l ly  a r e  s t r e t c h - o u t s  i n  t h e  
c a p i t a l  goods marke t s  because  w e  can  s e e  t h e  a p p r o p r i a t i o n s  back logs  
a r e  h o l d i n g .  Eve ry th ing  i s  h o l d i n g .  The o n l y  t h i n g - t h a t  h a s  changed
i s  t h e  f a c t  t h a t  i n s t e a d  o f  do ing  it t o d a y ,  i t ' s  "manana:" b u t  i t ' s  
s t i l l  t h e r e .  The danger  i s  t h a t  t h e y  w i l l  become s o  d i s c o u r a g e d  t h a t  
e v e n t u a l l y  everyone w i l l  s t a r t  t o  c o n t r a c t  and p u l l  i n  t h e i r  ho rns :  
and t h e n  we w i l l  g e t  a secondary  d o u b l e - d i p  i n  t h e  r e c e s s i o n .  A t  t h i s  
s t a g e ,  even l i s t e n i n g  t o  a l l  t h e  gloom t h a t  I d i d  on S a t u r d a y ,  I d o n ' t  
g e t  t h e  impress ion  t h a t  t h e r e  i s  a widespread  i n i t i a t i o n  of  
c a n c e l l a t i o n s  of  p r o j e c t s ,  a s  d i s t i n c t  f rom s t r e t c h - o u t s .  S o ,  I t h i n k  
w e  have a l i t t l e  t i m e .  The t r o u b l e  i s  t h a t  e v e r y t h i n g  i s  go ing  i n  
such  s low mot ion  because  o f  t h e  i n v e n t o r y  and t h e  c r e d i t  [ s i t u a t i o n s ]  
t h a t  it may be t o o  s low t o  g e t  us o u t  of  t h i s  i n  t i m e .  But t h e  
e l e m e n t s  are  h e r e .  The b a s i c  [ i s s u e ]  i s  t h a t  we cannot  s i t  w i t h  
e v e r y t h i n g  a s  it i s  now because  t h e  l e v e l s  o f  p r o d u c t i o n  a r e  t o o  low 
r e l a t i v e  t o  consumption,  and something h a s  go t  t o  g i v e .  

One t h i n g  t h a t  d i s t u r b s  me, which d i s t u r b s  a l o t  of you,  i s  
t h a t  we a r e  uncomfor tab le  about  where l o n g - t e r m  r a t e s  a r e .  Obvious ly ,
s h o u l d  bond r a t e s  back up ,  t h e n  t h e  mor tage  market  w i l l  back up and w e  
cou ld  a b o r t  [ t h e  r ecove ry ]  i n  t h e  r e s i d e n t i a l  r e a l  e s t a t e  marke t s .  
which a r e  s t i l l  h e a l t h y .  But I s u s p e c t  t h a t  t h e  d i f f e r e n c e  between 
t h e  a n a l y s t s  and t h e  managers ,  a s  Ed Boehne c a l l e d  them--and  it was 
t h e  managers t h a t  I r a n  i n t o  on t h e  Bus iness  C o u n c i l - - i s  t h a t  t h e  
managers a r e  o p e r a t i n g  a s  though t h e y  a r e  s e r v i n g  t h e  l e v e l  of demand: 
t h e  a n a l y s t s  a r e  s a y i n g  t h e y ' r e  n o t .  And we're about  t o  f i n d  o u t  
whether  o r  no t  t h e  d a t a  r e a l l y  t e l l  us  a n y t h i n g .  

A l l  t h i s  s u g g e s t s  t o  me t h a t  we p robab ly  j u s t  ought  t o  Xerox 
t h e  l a s t  d i r e c t i v e  and r e r u n  i t ,  because  I c a n ' t  see any argument t h a t  
I a t  l e a s t  f i n d  p l a u s i b l e  t o  push us  on one s i d e  o r  t h e  o t h e r .  S o .  I 
would j u s t  pu t  ou t  a s  an i n i t i a l  recommendation, "B"  symmetr ic .  
Governor A n g e l l .  



I 
5 / 1 4 / 9 1  - 2 4 -

MR. ANGELL. Mr. Chairman. I agree. 


VICE CHAIRMAN CORRIGAN. So do I. 

CHAIRMAN GREENSPAN. Okay. That’s two. 


SPEAKER(?). I do too. Three. 


OTHERS. Four. Five. Six. Me too. 


MR. KOHN. Norm. it will be fun writing the policy record on 

this one! 


MR. GUFFEY. I have just one [comment]. I happen to agree

with what you said with the exception that if the aggregates--in

particular M2--donot come in as projected over the next couple of 

months. I would have some concern about the outlook. 


CHAIRMAN GREENSPAN. You know. Roger, I would suggest that 
that is probably telling us that the capital goods markets are 
beginning to fade. It may be one of the early signals the Committee 
gets about the need to be very watchful. Who was it who said we ought 
to be vigilant? Was it Governor Mullins? I think the money supply 
may be a very weak tool, but I suspect in the current period it may be 
far more serviceable than it has been in a very long time. 

MR. GUFFEY. I think there’s some informational value ovet 

the next couple of months. 


CHAIRMAN GREENSPAN. Yes. And we also need to take a look at 
the weekly asset side of the intermediary system. which reconciles to 
the money supply--disaggregate it into real estate loans, business 
loans, [and so forth1 and in a sense try to see what the obverse of 
money supply elements is. Right now the data indicate a definite 
weakening in business loans, but I suspect that’s being offset by
issuances of securities in the long end of the market, so it’s not a 
contraction. But if we get what you’re concerned about. I think we’re 
going to see it on the asset side o f  the intermediary balance sheet 
and it would be quite suggestive of the type of problems we worry
about. 

MR. FORRESTAL. I’m perfectly willing to Xerox the last 

directive. Mr. Chairman. But for the record I’d like to indicate that 

while I believe the risks are somewhat more symmetrical than they 

were, I would still prefer an asymmetric directive simply because I 

think that if we do move between now and the next FOMC meeting, it’s 

going to be a move toward ease. And I think we ought to have that 

reflected, but I don’t feel that strongly about it. 


CHAIRMAN GREENSPAN. That’s probably factually correct, but I 

think the tone of the balance of risks is symmetric. In fact, I think 

you put it exactly right: The balance of the risks is probably

symmetric even though the policy risks may be asymmetric. Si. 


MR. KEEHN. I agree exactly with what Bob Forrestal has said. 
I have a slight preference for asymmetric language. but I don’t feel 
strongly about it. And I do absolutely agree with both the current 
situation and with [policy1 as you see it. It’s a fairly l o n g  time 
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between now and t h e  n e x t  m e e t i n g ,  and a q u e s t i o n  comes up i n  my mind. 
Presumably.  we have now e s t a b l i s h e d  t h a t  you have t h e  r i g h t  t o  move 
p o l i c y ,  and by t h a t  I mean t h e  f e d  funds  r a t e .  by some amount. I 
d o n ’ t  want t o  g e t  i n t o  t h a t  b u t  what would c a u s e  you t o  make a change 
a s  you l o o k  a t  t h e  d a t a  t h a t  may be coming up i n  t h e  n e x t  f e w  weeks? 

CHAIRMAN GREENSPAN. Well .  do you mean on t h e  down s i d e  o r  
t h e  up s i d e ?  

MR. KEEHN. The down s i d e .  

CHAIRMAN GREENSPAN. I would s a y  on t h e  down s i d e  t h a t  t h e  
major  i s s u e  would be t h e  money s u p p l y .  If i t ’ s  beg inn ing  t o  show a 
k i ckback  from t h e  weak A p r i l  and a l l  of a sudden it s t a r t s  t o  d i p  down 
a g a i n ,  I t h i n k  we had b e t t e r  be c a r e f u l .  Don d i d  mention t h a t .  

I t h i n k  t h e  d a t a  had been [ u n i n t e l l i g i b l e ]  b u t  i n  t h e  l a s t  
l o a n  o f f i c e r  s u r v e y  even  though t h e  r a t e  of  t i g h t e n i n g  i s  much l e s s  it 
i s  s t i l l  t i g h t e n i n g .  And i n  a s e n s e  t h e r e  a r e  l i q u i d i t y  q u e s t i o n s
because  i t ’ s  v e r y  ha rd  t o  f i g u r e  o u t  how i n  t h e  world w e  would g e t
s i g n i f i c a n t  i n t e r e s t  r a t e  r e d u c t i o n s  i n  t h e  c o n t e x t  of  v e r y  subnormal 
money s u p p l y  growth and a n  exchange r a t e  t h a t  i s  f i r m i n g  n o t  o n l y
a g a i n s t  t h e  European c u r r e n c i e s  b u t  a g a i n s t  t h e  yen a s  w e l l .  I n  o t h e r  
words,  t h e r e  a r e  some p e o p l e ,  and I have a c e r t a i n  sympathy f o r  t h i s ,  
who a r e  s a y i n g  i n  e f f e c t  t h a t  t h o s e  a r e  i n d i c a t i o n s  t h a t  monetary 
p o l i c y  may be  t o o  t i g h t .  However. if t h e  money supp ly  i s  moving
a d e q u a t e l y .  I would s a y  i t ’ s  a ha rd  argument t o  make. But i f  w e  end 
up w i t h  a s i t u a t i o n  i n  which t h e  money supp ly  i s  beg inn ing  t o  s h r i n k  
a n d / o r  t h e  d o l l a r  i s  beg inn ing  t o  f i r m  v e r y  e x t r a o r d i n a r i l y ,  o r  if w e  
g e t  some r e a l l y  weak [economic] numbers--and t h a t  I would s a y  a t  t h i s  
p o i n t  i s  u n l i k e l y  u n l e s s  someth ing  c r a c k s - - w e  need something.  I t h i n k  
t h e  Committee h a s  a c t u a l l y  c r e a t e d  enough of a bo t toming h e r e  t h a t  
some new f o r c e  has  t o  come on s t r e a m  t o  knock t h e  economy down. A s  I 
s a i d  h e r e  t h e  l a s t  t i m e ,  t h e  danger  i s  r e a l l y  t h e  c a p i t a l  goods
m a r k e t s .  If  t h e  c a p i t a l  goods marke t s  h o l d  up. I t h i n k  we’re o u t  of  
t h e  woods. But a s  I t h i n k  a l l  o f  us a r e  s a y i n g - - t h a t ’ s  r i g h t ,  J e r r y  
r a i s e d  it and I f o r g o t  a l l  about  i t - - t h e  r e a l  i s s u e  h e r e  i s  t h a t  if 
a l l  of a sudden t h e  s t o c k  market  f a l l s  on i t s  f a c e  and b r e a k s  b u s i n e s s  
c o n f i d e n c e ,  t h e n  we ought  t o  be p repa red  t o  move p r e t t y  q u i c k l y .  

VICE CHAIRMAN CORRIGAN. [Then] we’ve g o t  problems.  

MR. KEEHN. Well ,  I h a v e n ’ t  looked  a t  t h e  c a l e n d a r  of  t h e  
d a t a  t h a t  w i l l  be coming o u t  over  t h e  n e x t  t h r e e  o r  f o u r  weeks,  b u t  
I ’ m  s imp ly  s a y i n g  t h a t  i f  t h e r e  were some i n d i c a t i o n  of  b a s i c  
weakness .  I would hope t h e r e  would be  an o p p o r t u n i t y  t o  move. 

CHAIRMAN GREENSPAN. If  it i s  of t h e  form t h a t ’ s  cumula t ive .  
But i f  it mere ly  r e f l e c t s  what a n e c d o t a l l y  a l r e a d y  i s  i n  t h e  sys t em,
t h a t  p robab ly  i s  n o t  new i n f o r m a t i o n .  Look. d u r a b l e  goods o r d e r s  f o r  
A p r i l  I assume a r e  go ing  t o  be down. If t h e y ’ r e  down by huge amounts,  
t h e n  we’ve g o t  t o  look  a t  i t :  b u t  i f  t h e y ’ r e  j u s t  modera t e ly  down, I 
d o n ’ t  s e e  t h a t  t h a t  i s  t e l l i n g  us a n y t h i n g  new. 

V I C E  CHAIRMAN CORRIGAN. I t h i n k  what P r e s i d e n t  Keehn i s  
h i n t i n g  a t .  if I may. i s  t h a t  i t  might n o t  be  a bad i d e a  t o  have 
r a t h e r  f i r m l y  i n  mind a c o n s u l t a t i o n  i n  t h e  f i r s t  week i n  June  o r  
someth ing  l i k e  t h a t .  
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MR. KEEHN. Thank you! 

CHAIRMAN GREENSPAN. Why d i d n ’ t  he s a y  t h a t !  I t ’ s  
i n c o n c e i v a b l e  t o  me t h a t  we can  g e t  t h rough  t h e  n e x t  t h r e e  weeks 
wi thou t  someth ing  happening  t h a t  i s  n o t  i m p o r t a n t  t o  t a l k  a b o u t .  I 
would assume,  even  if t h e r e ’ s  n o t h i n g  t o  s a y .  t h a t  w e  ought  t o  meet .  
Does anybody e l s e  want t o  comment? 

MR. MELZER. I j u s t  want t o  e x p l o r e  t h e  s t o c k  market  i s s u e .  
We t a l k e d  t o  some inves tmen t  managers a week o r  s o  ago and my s e n s e  i s  
t h a t  some a r e  e x p e c t i n g  some s o r t  o f  a c o r r e c t i o n .  

CHAIRMAN GREENSPAN. We j u s t  go t  i t  t o d a y .  

MR. MELZER. Oh, w e  d i d ?  How much? 

CHAIRMAN GREENSPAN. Down 3 7 .  

MR. MELZER. Wel l ,  I ’ m  n o t  s u r e  t h a t ’ s  what t h e y  had i n  mind! 
[Laughter ]  

MR. KELLEY. Are you t a l k i n g  about  2600 t o  2 5 5 0  on t h e  Dow? 

MR. MELZER. Maybe t h i s  i s  a p e c u l i a r  c i r c u m s t a n c e  a t  t h i s  
t i m e ,  b u t  I t h i n k  i t ’ s  a l i t t l e  t r i c k y  t o  t i e  monetary  p o l i c y  i n t o  a 
s t o c k  market  p r e d i c t o r .  I j u s t  d o n ’ t  know what t h e  l i n k a g e s  a r e .  

VICE CHAIRMAN CORRIGAN.  Don’t  m i s u n d e r s t a n d ;  I w a s n ’ t  
s u g g e s t i n g  t h a t  k i n d  o f  r i g i d  l i n k a g e .  What I was s a y i n g  i s  t h a t  i f  
we had a major  “ t a n k i n g ”  i n  t h e  s t o c k  marke t ,  I t h i n k  t h a t  would 
r a t h e r  q u i c k l y  show th rough  t o  o t h e r  t h i n g s .  

CHAIRMAN GREENSPAN. Suppose t h e  market  goes  down 180 p o i n t s ?
I s n ’ t  t h a t  what monetary  i n v e s t o r s  have i n  mind? 

MR. SYRON. I n  one day o r  ove r .  s a y ,  a p e r i o d  of a week? 

CHAIRMAN GREENSPAN. No, i n  one day .  

VICE CHAIRMAN CORRIGAN. Tommy, i f  w e  had a v e r y  s u b s t a n t i a l  
c o r r e c t i o n  i n  t h e  s t o c k  m a r k e t ,  I t h i n k  it would f e e d  r i g h t  i n t o  t h e  
k inds  o f  t h i n g s  t h a t  Don was t a l k i n g  about  i n  terms of  t h e  conf idence  
f a c t o r  and t h e  d o u b l e - d i p  f a c t o r .  

MR. ANGELL. I guess  I ’ m  a l i t t l e  uncomfor tab le  w i t h  t h e  
c o n v e r s a t i o n .  The b u l k  o f  t h e  c o n v e r s a t i o n  i s  agreement  ove r  t h e  M 2  
growth and t h a t  seems t o  me a v e r y  good t h i n g  f o r  us  t o  be wa tch ing .
Q u i t e  f r a n k l y .  t h e  s t o c k  marke t  h a s  behaved r a t h e r  r o b u s t l y  and w e  
d i d n ’ t  s a y  t h a t  t h a t  means t h e  r ecove ry  i s  go ing  t o  be r o b u s t .  

CHAIRMAN GREENSPAN. I would b e t  you t h a t  it had an e f f e c t  i n  
s t a b i l i z i n g  t h i s .  

MR. ANGELL. Oh, I t h i n k  i t  d i d ,  t o o .  T h a t ’ s  why some of us 
were p r e t t y  c o n f i d e n t  about  i t .  C l e a r l y ,  t h e r e  would b e  a change i n  
c o n f i d e n c e  i n  o u r  [ u n i n t e l l i g i b l e ]  i f  t h e  s t o c k  market  t u r n e d  up a t  
2 4 5 0 .  
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MR. MELZER. Wel l ,  f o r  t h e  r e c o r d ,  I would be i n  f a v o r  of  
what you proposed  a s  t h e  p o l i c y  p r e s c r i p t i o n .  

CHAIRMAN GREENSPAN. Anyone e l se  b e f o r e  w e  v o t e ?  If n o t ,  
t h e r e  i s  a c o r r e c t i o n .  

MR. BERNARD. Yes, t o  c a t c h  up w i t h  what h a s  been happening
i n  t h e  f o r e i g n  exchange m a r k e t s ,  t h e  s t a f f  i s  p ropos ing  a change i n  
l i n e s  35-36  from " i n c r e a s e d  somewhat f u r t h e r  on b a l a n c e "  t o  "show 
l i t t l e  change on b a l a n c e  o v e r  t h e  i n t e r m e e t i n g  p e r i o d . "  

MR.  BLACK. T h i s  i s  i n  t h e  Bluebook. Norm? 

MR.  BERNARD. T h i s  i s  i n  t h e  d r a f t  d i r e c t i v e ,  l i n e  36 .  

MR.  KOHN. The one t h a t  was d i s t r i b u t e d .  

CHAIRMAN GREENSPAN. The one t h a t  was d i s t r i b u t e d .  

MR. BERNARD. The whole s e n t e n c e  r e a d s  "The  t r a d e - w e i g h t e d
v a l u e  o f  t h e  d o l l a r  i n  terms o f  t h e  o t h e r  G-10 c u r r e n c i e s  showed 
l i t t l e  change on b a l a n c e  o v e r  t h e  i n t e r m e e t i n g  p e r i o d . "  

MR.  ANGELL. F i n e .  

CHAIRMAN GREENSPAN. I ' d  l i k e  t o  p ropose  t h a t  we r e p e a t  t h e  
d i r e c t i v e ,  b u t  o b v i o u s l y  i t  r e q u i r e s  some changes .  

MR. BERNARD. [ I t  would r e a d : ]  " I n  t h e  imp lemen ta t ion  of  
p o l i c y  f o r  t h e  immediate f u t u r e ,  t h e  Committee s e e k s  t o  m a i n t a i n  t h e  
e x i s t i n g  d e g r e e  o f  p r e s s u r e  on r e s e r v e  p o s i t i o n s .  Depending upon 
p r o g r e s s  toward  p r i c e  s t a b i l i t y ,  t r e n d s  i n  economic a c t i v i t y .  t h e  
behav io r  o f  t h e  monetary a g g r e g a t e s .  and developments  i n  f o r e i g n
exchange and domest ic  f i n a n c i a l  marke t s .  somewhat g r e a t e r  r e s e r v e  
r e s t r a i n t  o r  somewhat lesser r e s e r v e  r e s t r a i n t  might  be  a c c e p t a b l e  i n  
t h e  i n t e r m e e t i n g  p e r i o d .  The contempla ted  r e s e r v e  c o n d i t i o n s  a r e  
expec ted  t o  be c o n s i s t e n t  w i t h  growth of  M2 and M3 ove r  t h e  p e r i o d
from March t h r o u g h  June  a t  annua l  r a t e s  of abou t  4 and 2 p e r c e n t .  
r e s p e c t i v e l y .  

CHAIRMAN GREENSPAN. Okay. 

MR. BERNARD. 

Chairman Greenspan 

Vice  Chairman C o r r i g a n  

Governor Angel1 

P r e s i d e n t  Black 

P r e s i d e n t  F o r r e s t a l  

P r e s i d e n t  Keehn 

Governor K e l l e y 

Governor LaWare 

Governor Mul l in s  

P r e s i d e n t  P a r r y  


Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 

CHAIRMAN GREENSPAN. The n e x t  meet ing  i s  J u l y  2 and 3 .  b u t  
[ i n  t h e  i n t e r i m ]  we w i l l  have one o r  more t e l e p h o n e  c o n f e r e n c e s .  

END OF MEETING 




